Docket#(s) TDU;R&A Du O\u\ R

o mames Ad-pob fee SSA

. ]
| RECEWED - ‘

R ORP comssmu S e
| %ZOEUMENT CONTROL

S Transcﬁmmmbﬁcs)”* e

| TQhLM%R tu ﬁ\\o\ o
i I;zouqqﬂ GU o\u\ e




1 BEFORE THE ARIZONA CORPORATION COMMISSION
2 | JEFF HATCH-MILLER

Chairman
3 | WILLIAM A. MUNDELL .
Commissioner EXHIBIT o =
4 | MARC SPITZER S5, = D
Commissioner A=~/ Sg £ M
5 { MIKE GLEASO_N Yy o o i“ P
Commissioner L o 5 m
6 | KRISTIN K. MAYES % <
Commissioner <z U m
7 = WO
IN THE MATTER OF ) Q5 o
8 | JOINT APPLICATION AND ) -7
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WARNER NY CABLE LLC, TIME )
10 | WARNER CABLE INFORMATION ) Docket No.
11 SERVICES (ARIZONA), LLC, AND )
ACC TELECOMMUNICATIONS, )
12 | LLC, FOR APPROVAL OF )
13 ASSIGNMENT OF ASSETS )
14 JOINT APPLICATION AND PETITION FOR WAIVER
15 (Expedited Consideration Requested)
16

By this Joint Application and Petition for Waiver (“Application”), and
17 | pursuant to AR.S. § 40-285, Time Warner NY Cable LLC (“TWNY”), Time Warner
18 | Cable Information Services (Arizona), LLC, d/b/a Time Warner Cable (“TWCIS”),
19 | and ACC Telecommunications, LLC (“ACC Telecom”) (collectively, “Applicants”),
20 | request Commission consent to the proposed assignment from ACC Telecom to
21 | TWNY, and, immediately thereafter, to TWCIS, of certain customer contracts and
22

related assets of ACC Telecom used in connection with the provision of intrastate

23 | telecommunications services in Arizona (the “Transaction”).
24 Applicants also request that the Commission waive any applicable “anti-
25 | slamming” regulations that the Transaction potentially could violate in the absence
26 | of a waiver and in the absence of individual subscriber authorizations. In particular,

27 | Applicants hereby request that the Commission waive A.A.C. R14-2-1904 and R14-2-

28 | 1905, to the extent these rules apply to the Transaction. Applicants submit as

__—_
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Exhibit 1 to this Application, for the Commission’s consideration, a copy of the form
customer notification letter that TWCIS intends to provide to the three affected
subscribers.  This notice fulfills the Federal Communications Commission’s
regulations governing a telecommunications carrier’s acquisition of another carrier’s
subscriber base without obtaining each subscriber’s authorization and verification
for the change in provider.
L BRIEF OVERVIEW

The Arizona customers affected by this Application are few in number. As
described more specifically below, only three non-residential, point-to-point
dedicated transport customers will be transferred from ACC Telecom to TWNY, and,
immediately thereafter, to TWCIS. These customers purchase only data
telecommunications services from ACC Telecom and receive no voice services. This
Transaction will cause no change to the terms and conditions of the services
provided to these customers. The three customers affected are located in and around

the cities of Yuma and San Luis, in southwestern Arizona.

II. DESCRIPTION OF THE TRANSACTION

On June 25, 2002, Adelphia Communications Corporation (“Adelphia”) filed a
voluntary petition for reorganization under Chapter 11 of the United States
Bankruptcy Code. On April 20, 2005, Adelphia, TWNY, a wholly-owned subsidiary
of Time Warner Cable Inc. (“TWC”), and Comcast Corporation (“Comcast”) entered
into an Asset Purchase Agreement pursuant to which TWNY and Comcast propose
to acquire substantially all of the assets of Adelphia and its affiliates and
subsidiaries, including Adelphia’s cable television systems and other facilities,
equipment and personnel used in markets across the United States. The transaction
is valued in excess of $17 billion.

Pursuant to the Agreement, it is anticipated that substantially all of
Adelphia’s operations, including those of ACC Telecom, will be transferred to TWNY
and to certain Comcast affiliates. In Arizona, TWNY will acquire the regulatory
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authorizations and customer contracts held by ACC Telecom related to the provision
of regulated telecommunications services in the state. TWNY thereafter will assign
those assets to TWCIS. The network assets used to deliver services to ACC Telecom
customers, which today are part of the cable facilities owned and controlled by
Adelphia, will be acquired by TWNY and assigned to TWC for use by TWCIS.
TWCIS therefore will effectively be stepping into the shoes of ACC Telecom in all
material respects and ACC Telecom will no longer offer regulated telecommunication
services in the state. Organizational charts illustrating the corporate ownership
chain leading to the regulated utility in Arizona both before and after the
Transaction are attached as Exhibit 2.

TWCIS will assume responsibility for fulfilling, during their remaining terms,
the customer contracts held today by ACC Telecom to provide Arizona subscribers
with intrastate telecommunications services regulated by the Commission.

Applicants respectfully request the Commission’s expedited approval for the

Transaction as described herein.

1. DESCRIPTION OF APPLICANTS AND RELATED ENTITIES

A. Adelphia Communications Corporation
Adelphia is the fifth largest cable operator in the United States. As of the end |
of 2004, Adelphia’s consolidated managed cable operations served more than five
million basic subscribers. Adelphia anticipates exiting bankruptcy late in the second
quarter of 2006 and plans to immediately sell its assets to TWNY and Comcast upon

bankruptcy court approval.
B. ACC Telecom

ACC Telecom is a wholly-owned subsidiary of Adelphia that provides
telecommunications services in Arizona. The Commission is aware of ACC
Telecom’s existing telecommunications operations in the state, and ACC Telecom’s
application to formalize its authority to provide such service is pending in Docket

No. T-04282A-04-0763. ACC Telecom’s application has been pending since its file
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date on October 22, 2004. Following the hearing on ACC Telecom’s application, a
special briefing was requested by the presiding judge, and a supplemental staff
report was issued January 20, 2006.

C. TWC

TWC is a division of Time Warner Inc.,, a publicly-traded media and
entertainment company with a market capitalization as of February 2006 in excess
of $79 billion. A copy of Time Warner Inc.’s most recent Form 10-K, which contains
detailed financial information about the company, is attached to this Application as
Exhibit 3. Pursuant to the completion of the various transactions described above,
TWC also will become a publicly-traded company, with Time Warner Inc. holding 82
percent of TWC’s common stock. TWC is the second largest cable operator in the
United States, owning or managing cable systems serving approximately 10.9
million subscribers in 27 states.

D. TWNY

TWNY is a wholly-owned subsidiary of TWC, established for the purpose of
completing the Transaction and other transactions contemplated by the Agreement.

E. TWCIS

TWCIS is a wholly-owned subsidiary of TWNY, and is authorized to do
business in Arizona as a foreign LLC. At this time, TWCIS intends to assume
responsibility for the provision of only those services being provided by ACC

Telecom.
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III. CONTACT INFORMATION

For the purposes of this Application, contacts for the Applicants are as

follows:
For TWNY and TWCIS: r ACC Telecom:
Julie Y. Patterson Jo Gentry
Vincent M. Paladini Adelphia Communications Corporation
Time Warner Cable Information ACC Telecommunications, LLC
Services (Arizona), LLC 5619 DTC Parkway, Suite 800
290 Harbor Drive Greenwood Village, CO 80111
Stamford, CT 06902 Phone: 303-268-6684
Phone: 203-328-0600 Fax: 720-293-0222
Fax: 203-328-4042 e-mail: jo.gentry@adelphia.com

e-mail: julie.patterson@twcable.com
vincent.paladini@twcable.com

Joan S. Burke Daniel Waggoner
Osborn Maledon, P.A. Davis Wright Tremaine
2929 North Central Avenue, 2600 Century Square
Suite 2100 1501 Fourth Avenue
Phoenix, AZ 85012 Seattle, WA 98101-1688
Tel: 602-640-9356 Phone: 206-622-3150
Fax: 602-640-6074 Fax: 206-628-7699
e-mail: jburke@omlaw.com e-mail: danielwaggoner@dwt.com
Yaron Dori
Matthew F. Wood
Hogan & Hartson LLP

555 Thirteenth Street, NW

Washington, DC 20004

Phone: 202-637-5458

Fax: 202-637-5910

e-mail: ydori@hhlaw.com
mfwood @hhlaw.com

IV. PUBLIC INTEREST STATEMENT

The Transaction will serve the public interest. As part of its exit from
bankruptcy, Adelphia and its subsidiaries will no longer be in a position to provide

the services currently being provided by ACC Telecom. TWCIS’s ultimate
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acquisition of the ACC Telecom business, subject to the completion of the
Transaction and pro forma assignment of Adelphia’s Arizona customer contracts
from TWNY to TWCIS, will ensure that ACC Telecom customers continue to receive
high-quality service without interruption, under the same terms and conditions for
the duration of each applicable service contract. The Transaction will not adversely
affect competition in Arizona because TWCIS currently does not provide service
within the state and therefore effectively will be stepping into the shoes of ACC
Telecom.

The post-Transaction entity will better serve existing and new customers in
Arizona. The Transaction will generate substantial cost savings because of the
existing resources of TWCIS and its corporate parent, TWC, with direct efficiencies

that will be passed on to customers.

V. PETITION FOR WAIVER

Applicants request a waiver at this time of any of the Commission’s applicable
“anti-slamming” regulations that the Transaction potentially could violate in the
absence of a waiver and in the absence of individual subscriber authorizations. In
particular, Applicants hereby request that the Commission waive A.A.C. R14-2-1904
and R14-2-1905, concerning Authorized Telecommunications Company Change
Procedures and Verification of Orders for Telecommunications Service, as these
rules may apply to the Transaction. Attached to this Application as Exhibit 1 is a
copy of the form customer notification letter that TWCIS intends to provide to the
three ACC Telecom subscribers that will be affected by the Transaction.

Following guidelines adopted by the Federal Communications Commission,
TWCIS will provide timely notice to all affected subscribers that the rates, terms,
and conditions of service in existing customer contracts will not change as a result of

the Transaction.
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VL. CONCLUSION

For the reasons stated above, Applicants respectfully submit that the public
interest, convenience and necessity would be furthered by grant of this Application
pursuant to A.R.S. 40-285. Moreover, in light of the need to ensure continuity of service
to ACC Telecom’s customers, Applicants request expedited approval of this Application
along with a waiver of any other applicable statutory or regulatory requirements, so that
Applicants may complete the Transaction immediately upon bankruptcy court approval.

RESPECTFULLY SUBMITTED this 10th day of March, 2006.

TIME WARNER NY CABLE LLC ACCTELECOMMUNICATIONS,
LLC

TIME WARNER CABLE
INFORMATION SERVICES
(ARIZONA), LLC

an S. Burke
Osborn Maledon, P.A. Daniel Waggoner
2929 North Central Avenue, Davis Wright Tremdine
Suite 2100 2600 Century Square
Phoenix, AZ 85012 1501 Fourth Avenue
Phone: 602-640-9356 Seattle, WA 98101-1688

Phone: 206-622-3150
Julie Y. Patterson
Vincent M. Paladini
Time Warner Cable
290 Harbor Drive
Stamford, CT 06902
Phone: 203-328-0600

Yaron Dori

Matthew F. Wood

Hogan & Hartson L.L.P.
555 Thirteenth Street, N.W.
Washington, D.C. 20004
Phone: 202-637-5458
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ORIGINAL +13 copies filed this
10th day of March, 2006:

Docket Control

ARIZONA CORPORATION COMMISSION
1200 West Washington

Phoenix, AZ 85007

COPY of the foregoing hand-delivered
this 10th day of March, 2006, to:

Ernest G. Johnson, Director
Utilities Division

Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

Maureen Scott

Legal Division

Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

Teena Wolfe

Administrative Law Judge
Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

Pravda Toumdk







" DRAFT
Dear Customer:

YOUR ACC TELECOMMUNICATIONS, LLC SERVICES WILL BE TRANSFERRED TO
TIME WARNER CABLE BY [transfer date — 30 days}
UNLESS YOU CHOOSE A NEW SERVICE PROVIDER

Thank you for being a loyal ACC Telecommunications, LLC customer. After many years of providing regulated
telephone services in Arizona, we now plan to exit the market. As of [DATE], 2006, ACC Telecommunications,
LLC ("ACC Telecom"), will no longer be providing data services in Arizona. ACC Telecom is in the process of
selling (has sold) its Arizona regulated telecommunications assets to Time Warner Cable Information Services
(Arizona), LLC d/b/a Time Warner Cable (“Time Warner Cable™), an affiliate of Time Warner Cable. This
provider transition from ACC Telecom to Time Warner Cable requires no action on your part.

As your new service provider, Time Warner Cable will continue to provide you with the same
telecommunications services you currently receive in accordance with the rates, terms and conditions of your
existing contract or effective tariffs on file with the Arizona Corporation Commission. If in the future Time
Warner Cable determines that rates, terms, or conditions require modification, it will follow the contract terms or
the Arizona Corporation Commission rules regarding such changes, including, where required, written 30 day
notice to customers. ACC Telecom will continue to be responsible for the resolution of any complaints filed or
otherwise raised until the sale is finalized.

The transfer of your service to Time Warmer Cable will be invisible to you because Time Warner Cable will
utilize the same facilities that currently serve your account. Moreover, there will be no change in your services.
The transfer of your services to Time Warner Cable will be seamless and without down time or modification to
existing services or rates. This transfer requires no action on your part and the only difference will be the name of
the carrier on the monthly bill you receive for your telecommunications services. The local ACC Telecom
employees who service your account today will also transfer to Time Warner Cable and will continue to provide
you the excellent service that you have experienced to date.

Instead of becoming a Time Warner Cable customer, you may, in accordance with the terms of your contract,
select another service provider on or before [Transfer date — 30 days]. If you do not select another
provider Time Warner Cable will automatically become your service provider effective . You will
not incur any charges for the change to Time Warner Cable. However, should you select another provider, you
may incur additional charges. Please be aware that you are responsible for paying all bills rendered to you by
ACC Telecom during this transition. You may be subject to termination of your service in accordance with the
terms of your contract and applicable Commission rules if you fail to pay your telephone bill.

If you do not want service from Time Wamer Cable you must select a new provider as soon as possible.
Otherwise, you need do nothing and your service will seamlessly transfer to Time Warner Cable.

If you have any questions regarding this notice please call 888-XXX-XXXX.
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TIME WARNER INC.

Table of Contents
TIME WARNER INC.
CONSOLIDATED BALANCE SHEET
December 31,
{millions)
ASSETS
Current assets
Cash and equivalents
Restricted cash

Receivables, less allowances of $2.225 and $2.109 billion
Inventories

Prepaid expenses and other current assets

Total current assets

Noncurrent inventories and film costs
Investments, including available-for-sale securities
Property, plant and equipment, net

Intangible assets subject to amortization, net
Intangible assets not subject to amortization
Goodwill

Other assets

Total assets

LIABILITIES AND SHAREHOLDERS’ EQUITY
Current liabilities

Accounts payable

Participations payable

Royalties and programming costs payable
Deferred revenue

Debt due within one year

Other current liabilities

Current liabilities of discontinued operations
Total current liabilities

Long-term debt

Deferred income taxes

Deferred revenue

Mandatorily convertible preferred stock

Other liabilities

Noncurrent liabilities of discontinued operations
Minornity interests

Commitments and contingencies (Note 17)
Shareholders’ equity

Series LMCN-V common stock, $0.01 par value, 87.2 and 105.7 million shares outstanding
Time Warner common stock, $0.01 par valuc, 4.498 and 4.483 billion shares outstanding

Paid-in-capital

Accumulated other comprehensive income (loss), net
Accumulated deficit

Total shareholders’ equity

Total liabilities and shareholders’ equity

See accompanying notes.
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2005 2004
4,220 $ 6139
— 150
6,411 5512
1,806 1,737
1,026 920
13,463 14,458
4916 4,415
3,518 4,703
13,676 13,094
3,522 3,892
39,813 39,656
40,416 39,667
3,151 3,273
122,475 $ 123,158
1,380 $ 1339
2,426 2,452
1,074 1,018
1,473 1,653
92 1,672
6,100 6,468
43 50
12,588 14,652
20,238 20,703
15,138 14,943
681 749
— 1,500
5,324 4,288
7 38
5,784 5514
1 1
45 45
155,927 156,252
64) 106
(93,194) (95,633)
62,715 60,771

122,475

$ 123,158

http://www.sec.gov/Archives/edgar/data/1105705/000095014406001556/ 299294¢e10vk.htm  3/10/2006
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TIME WARNER INC.
CONSOLIDATED STATEMENT OF OPERATIONS
Years Ended December 31,
{millions, except per share amounts)
2005 2004 2003

Revenues:

Subscription $ 22222 § 21605 $§ 20448

Adbvertising 7,612 6,955 6,180

Content 12,615 12,350 11,446

Other 1,203 1,179 1,489
Total revenues(@ 43,652 42,089 39,563
Costs of revenues®@ (25,075) (24,449) (23,422)
Selling, general and administrative® (10,478) (10,274) 9,778)
Amortization of intangible assets (597 (626) (640)
Amounts related to securities litigation and government investigations - (2,863) (536) (56)
Merger-related and restructuring costs (17 50) (109)
Asset impairments 24) 10 (318)
Gains on disposal of assets, net 23 21 14
Operating income 4,519 6,165 5,254
Interest expense, net® (1,266) (1,533) (1,734)
Other income, net 1,124 521 1,210
Minority interest expense, net (285) (246) (214)
Income before income taxes, discontinued operations and cumulative effect of

accounting change 4,092 4,907 4,516
Income tax provision (1,187) _(1,698) (1,370)
Income before discontinued operations and cumulative effect of accounting

change 2,905 3,209 3,146
Discontinued operations, net of tax — 121 (495)
Income before cumulative effect of accounting change 2,905 3,330 2,651
Cumulative effect of accounting change, net of tax » — 34 (12)
Net income $ 295 §$_ 3364 3 2639
Basic income per common share before discontinued operations and cumulative

effect of accounting change 5 062 § 070 §$ .70
Discontinued operations — 0.03 0.11)
Cumulative effect of accounting change — 0.01 —
Basic net income per common share $ 062 § 074 § 0.59
Average basic common shares 4,648.2 4,560.2 4,506.0
Diluted income per common share before discontinued operations. and

cumulative effect of accounting change $ 062 §$ 068 § 0.68
Discontinued operations — 0.03 ©0.11)
Cumulative effect of accounting change — 0.01 —
Diluted net income per common share $ 062 § 072 % 0.57
Average diluted common shares 4,710.0 4,694.7 4,623.7
Cash dividends declared per share of common stock $ 010 § — $ —
L Includes the following income {exp y hing from transactions with related companies:
Revenues $ 283 s 282 $ 415
Costs of revenues (206) (158) (132)
Selling, general and administrative 36 32 23
Interest income, net 35 25 19
See accompanying notes.
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TIME WARNER INC.
CONSOLIDATED STATEMENT OF CASH FLOWS
Years Ended December 31,
(millions)
2005 2004 2003

OPERATIONS
Net income®@ $ 2905 $ 3,364 $ 2,639
Adjustments for noncash and nonoperating items:

Cumulative effect of accounting change, net of tax — (34) 12

Depreciation and amortization 3,277 3,207 3,139

Amortization of film costs 3,513 3.547 2,959

Asset impairments 25 10 318

Gain on investments and other assets, net (1,086) 432) (598)

Equity in (income) losses of investee companies, net of cash distributions (14) 20 154
Amounts related to securities litigation and government investigations . 111 300 —
Changes in operating assets and liabilities, net of acquisitions:

Receivables (552) (853) (310)

Inventories (3,910) (3,841) (3,707

Accounts payable and other liabilities (598) (36) (120)

Other balance sheet changes 1,304 1,364 1,270
Adjustments relating to discontinued operations (10) 2 845
Cash provided by operations®¥%c) 4,965 6,618 6,601
INVESTING ACTIVITIES
Investments and acquisitions, net of cash acquired (680) 8717 (570)
Investments and acquisitions from discontinued operations — — (52)
Capital expenditures and product development costs from continuing operations (3,246) (3,024) (2,761)
Capital expenditures from discontinued operations — — (126)
Investment proceeds from available-for-sale securities 991 532 1,079
Investment proceeds from discontinued operations — — 1,056
Other investment proceeds 439 2,866 1,451
Cash provided (used) by investing activities (2,496) (503) 77
FINANCING ACTIVITIES
Borrowings 6 1,320 2,371
Debt repayments (1,995) (4,523) (7,109)
Redemption of redeemable preferred securities of subsidiary — — (813)
Proceeds from exercise of stock options 307 353 372
Principal payments on capital leases (118) 191 (178)
Repurchases of common stock (2,141) — —
Dividends paid (466) — —
Other 19 25 (1D
Cash used by financing activities (4,388) (3,016)  (5,368)
INCREASE (DECREASE) IN CASH AND EQUIVALENTS (1,919) 3,099 1,310
CASH AND EQUIVALENTS AT BEGINNING OF PERIOD 6,139 3,040 1,730
CASH AND EQUIVALENTS AT END OF PERIOD $ 4220 $ 6,139 $ 3,040
@) Includes net i (loss) from discontinved operations of $121 million in 2004 and $(495) million in 2003.
®) 2005 seflects $2.754 billion in payments related 1o secunities litigation and the government investigations. 2004 reflects $236 million in payments related to securities

litigation and the govemment investigations.
{© 2005 includes an approximate $36 million use of cash related to changing the fiscal year end of certain international operations from Ni ber 30 to Dy ber 31.
See accompanying notes.
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TIME WARNER INC.
CONSOLIDATED STATEMENT OF SHAREHOLDERS’ EQUITY
(millions)
Retained
Earnings
Common Paid-In (Accumulated
’ Stock Capital Deficit) Total

BALANCE AT DECEMBER 31, 2002 $ 45 $155,134 § (102,188) $52,991
Net income — — 2,639 2,639
Foreign currency translation adjustments — — an an
Unrealized loss on securities, net of $34 million tax benefit@® — — (50) (50
Realized and unrealized losses on derivative financial instruments, net of

$9 million tax benefit — — ©) ©)
Reversal of unfunded accumulated benefit obligation, net of $180 million

income tax provision — — 270 270
Comprehensive income — — 2,776 2,776
Shares issued pursuant to stock options, restricted stock and benefit plans,

including $23 million income tax benefit 1 445 — 446
BALANCE AT DECEMBER 31, 2003 46 155,579 (99,412) 56,213
Net income — — 3,364 3,364
Foreign currency transiation adjustments — — (66) (66)
Unrealized gain on securities, net of $388 million tax provision® — — 582 582
Realized and unrealized losses on derivative financial instruments, net of :

$0.6 million tax provision — — 1 1
Reversal of unfunded accumulated benefit obligation, net of $3 million

income tax provision — — 4 4
Comprehensive income — — 3,885 3,885
Shares issued pursuant to stock options, restricted stock and benefit plans,

including $244 million income tax benefit — 673 — 673 l
BALANCE AT DECEMBER 31, 2004 46 156,252 (95,527) 60,771
Net income : - — 2,905 2,905
Foreign currency translation adjustments(©) — — 430 430
Change in unrealized gain on securities, net of $402 million tax benefit(d) — — (603) (603)
Realized and unrealized losses on derivative financial instruments, net of

$14.8 million tax provision — — 22 22
Reversal of unfunded accumulated benefit obligation, net of $11 million

income tax provision — — (19) (19
Comprehensive income — — 2,735 2,735
Conversion of mandatorily convertible preferred stock i 1,499 — 1,500
Cash dividends ($0.10 per common share) — — (466) (466)
Common stock repurchases (1 (2,249 —_ (2,250)
Shares issued pursuant to stock options, restricted stock and benefit plans,

including $37 million income tax benefit — 425 — 425
BALANCE AT DECEMBER 31, 2005 $ 46 $155927 §$ (93,258) $62,715

@) Includes a $218 million pretax reduction (tax effect of $87 miilion) related to realized gains on the sale of securities in 2003 and an increase of $11 million pretax (tax effect
$4 million) related to impairment charges on in that had experienced other-than-temporary declines. These changes are included in the 2003 net income.

®)  Includes a $268 million pretax reduction (tax effect of $107 million) related to realized gains on the sale of securities in 2004 and an increase of $4 million pretax (tax effect
$2 million) related to impairment charges on investments that had experienced other-than-temporary declines. These changes are included in the 2004 net income.

) Includes an adjustment of $439 million for foreig, y translation refated to goodwill and intangible assets, including amounts that relate to prior penods {Note 2).
@ Includes a $959 million pretax reduction (tax effect of $384 million) related to realized gains on the sale of securities in 2005, primarily Google, and an increase of $3 million
pretax (tax effect $1 million) related to impairment charges on that had experienced other-than-temporary declines. These changes are included in the 2005 net

income.

See accompanying notes.
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TIME WARNER INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Description of Business and Basis of Presentation
Description of Business

Time Warner Inc. (“Time Warner” or the “Company”) is a leading media and entertainment company, whose businesses
include interactive services, cable systems, filmed entertainment, television networks and publishing. Time Warner classifies
its business interests into five reportable segments: AOL: consisting principally of interactive services; Cable: consisting
principally of interests in cable systems that provide video, high-speed data and Digital Phone services; Filmed
Entertainment: consisting principally of feature film, television and home video production and distribution; Networks:
consisting principally of cable television and broadcast networks; and Publishing: consisting principally of magazine
publishing and, subject to a pending sale, book publishing. Financial information for Time Warner’s various reportable
segments is presented in Note 16.

Pending Transactions
Adelphia/Comcast

Refer to Note 5 for further details.

Sale of Time Warner Book Group

On February 6, 2006, the Company announced an agreement to sell Time Warner Book Group Inc. (“TWBG”) to
Hachette Livre SA, a wholly-owned subsidiary of Lagardere SCA, for approximately $538 million in cash, not including
working capital adjustments. This transaction is expected to close in the first half of 2006 and the Company expects to record
a pretax gain of approximately $180 million to $220 million. In 2005, TWBG had revenues of $571 million and Operating
Income of $74 million.

Sale of Canal Satellite Digital

On February 7, 2006, Warner Bros. Entertainment Inc. (“Warner Bros.”)entered into an agreement for the sale of its
equity investment interest in Canal Satellite Digital (“CSD”), a Spanish satellite pay television operator, together with its
interest in Cinemania, the Spanish library movie channel, for approximately $90 million in cash and stock. This transaction is
expected to close in the second quarter of 2006 and the Company expects to record a pretax equity investment gain of
approximately $40 million.

Sale of Turner South

On February 23, 2006, the Company announced an agreement to sell the Turner South network (“Turner South”), a
subsidiary of Tumer, to Fox Cable Networks, Inc. (“Fox”) for approximately $375 million in cash. This transaction is
expected to close in the second or third quarter of 2006 and the Company expects to record a pretax gain of approximately
$110 million to $130 million. In 2005, Turner South had revenues of $49 million and an Operating Loss of $7 million.

The WB Network

On January 24, 2006, Warner Bros. and CBS Corp. (“CBS”) announced an agreement in principle to form a new fully-
distributed national broadcast network, to be called The CW. At the same time, Warner Bros. and CBS are preparing to cease
the standalone operations of The WB Network and UPN, respectively, at the end of the 2005/2006 television season
(September 2006). Warner Bros. and CBS will each own 50% of the new network and will have joint and equal control. In
addition, Warner Bros. has reached an agreement in principle with Tribune Corp. (“Tribune”), currently a subordinated
22.25% limited partner in The WB Network, under which Tribune will surrender its ownership interest in The WB Network
and will be relieved
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of funding obligations. In addition, Tribune will become one of the principal affiliate groups for the new network.

Upon the closing of this transaction, the Company will account for its investment in The CW under the equity method of
accounting. The Company anticipates that prior to the closing of this transaction the Company is expected to incur
restructuring charges ranging from $15 million to $20 million related to employee terminations. In addition, the Company
may incur costs in terminating certain programming arrangements that will not be contributed to the new network or utilized
in another manner.

AOL-Google Alliance

During December 2005, the Company announced that America Online, Inc. (“AOL”) is expanding its current strategic
alliance with Google Inc. (“Google”) to enhance its global online advertising partnership and make more of AOL’s content
available to Google users. Under the alliance, Google and AOL will continue to provide search technology to AOL’s network
of Internet properties worldwide. Other key aspects of the alliance include: )

o Creating an AOL Marketplace through white labeling of Google’s advertising technology, which enables AOL to sell
search advertising directly to advertisers on AOL-owned properties;

e Expanding display advertising available for AOL to sell throughout the Google network;
* Making AOL content more accessible to Google Web crawlers;
* Collaborating in video search and showcasing AOL’s premium video service within Google Video;

* Enabling Google Talk and AIM instant messaging users to communicate with each other, provided certain conditions
are met; and

» Providing AOL marketing credits for promotion of AOL’s content on Google’s Internet properties.

In addition, Google will invest $1 billion for a 5% equity interest in a limited liability company that will own all of the
outstanding equity interests in AOL. The Company expects these transactions with Google to close during the first quarter of
2006.

Amounts Related to Securities Litigation

In July 2005, the Company reached an agreement in principle for the settlement of the securities class action lawsuits
included in the matters consolidated under the caption In re: AOL Time Warner Inc. Securities & “ERISA” Litigation
described in Note 17 herein. The settlement is reflected in a written agreement between the lead plaintiff and the Company.
On September 30, 2005, the court issued an order granting preliminary approval of the settlement and certified the settlement
class. The court held a final approval bearing on February 22, 2006, and the parties are now awaiting the court’s ruling. At
this time, there can be no assurance that the settlement of the securities class action litigation will receive final court
approval. In connection with reaching the agreement in principle on the securities class action, the Company established a
reserve of $2.4 billion during the second quarter of 2005. Emst & Young LLP also has agreed to a settlement in this litigation
matter and will pay $100 million. Pursuant to the settlement, in October 2005, Time Wamer paid $2.4 billion into a
settlement fund (the “MSBI Settlement Fund”) for the members of the class represented in the action. In addition, the
$150 million previously paid by Time Warner into a fund in connection with the settlement of the investigation by the
U.S. Department of Justice (“DOJ”) was transferred to the MSBI Settlement Fund, and Time Warner is using its best efforts
to have the $300 million it previously paid in connection with the settlement of its Securities and Exchange Commission
(“SEC”) investigation, or at least a substantial portion thereof, transferred to the MSBI Settlement Fund.

In addition to the $2.4 billion reserve established in connection with the agreement in principle regarding the settlement
of the MSBI consolidated securities class action, during the second quarter of 2005, the
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Company established an additional reserve totaling $600 million in connection with the other related securities litigation
matters described in Note 17 herein that are pending against the Company. This $600 million amount continues to represent
the Company’s current best estimate of the amounts to be paid in resolving these matters, including the remaining individual
shareholder suits (including suits brought by individual shareholders who decided to “opt-out” of the settlement in the
primary securities class action), the derivative actions and the actions alleging violations of The Employee Retirement
Income Security Act (“ERISA™). Of this amount, subsequent to December 31, 2005, the Company has paid, or has agreed to
pay, approximately $335 million, before providing for any remaining potential insurance recoveries, to settle certain of these
claims.

The Company reached an agreement with the carriers on its directors and officers insurance policies in connection with
the securities and derivative action matters described above (other than the actions alleging violations of ERISA). As a result
of this agreement, in the fourth quarter, the Company recorded a recovery of approximately $185 million (bringing the total
2005 recoveries to $206 million), which is expected to be collected in the first quarter of 2006 and is reflected as a reduction
to “Amounts related to securities litigation and government investigations” in the accompanying consolidated statement of
operations for the year ended December 31, 2005.

Government Investigations

As previously disclosed by the Company, the SEC and the DOJ had been conducting investigations into accounting and
disclosure practices of the Company. Those investigations focused on advertising transactions, principally involving the
Company’s AOL segment, the methods used by the AOL segment to report its subscriber numbers and the accounting related
to the Company’s interest in AOL Europe prior to January 2002. During 2004, the Company established $510 million in legal
reserves related to the government investigations, the components of which are discussed in more detail in the following
paragraphs,

The Company and its subsidiary, AOL, entered into a settlement with the DOJ in December 2004 that provided for a
deferred prosecution arrangement for a two-year period. As part of the settlement with the DOJ, in December 2004, the
Company paid a penalty of $60 million and established a $150 million fund, which the Company could use to settle related
securities litigation. The fund was reflected as restricted cash on the Company’s accompanying consolidated balance sheet at
December 31, 2004. During October 2005, the $150 million was transferred by the Company into the MSBI Settlement Fund
described above under the heading “Amounts Related to Securities Litigation.”

In addition, on March 21, 2005, the Company announced that the SEC had approved the Company’s proposed settlement,
which resolved the SEC’s investigation of the Company.

Under the terms of the settlement with the SEC, the Company agreed, without admitting or denying the SEC’s
allegations, to be enjoined from future violations of certain provisions of the securities laws and to comply with the cease-
and-desist order issued by the SEC to AOL in May 2000. The settlement also required the Company to:

= Pay a $300 million penalty, which will be used for a Fair Fund, as authorized under the Sarbanes-Oxley Act;

= Adjust its historical accounting for Advertising revenues in certain transactions with Bertelsmann, A.G. (“Bertelsmann”)
that were improperly or prematurely recognized, primarily in the second half of 2000, during 2001 and during 2002; as
well as adjust its historical accounting for transactions involving three other AOL customers where there were
Advertising revenues recognized in the second half of 2000 and during 2001,

* Adjust its historical accounting for its investment in and consolidation of AOL Europe; and
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e Agree to the appointment of an independent examiner, who will either be or hire a certified public accountant. The
independent examiner will review whether the Company’s historical accounting for transactions with 17 counterparties
identified by the SEC staff, principally involving online adventising revenues and including three cable programming
affiliation agreements with related advertising elements, was in conformity with GAAP, and provide a report to the
Company’s audit and finance committee of its conclusions, originally within 180 days of being engaged. The
transactions that would be reviewed were entered into between June 1, 2000 and December 31, 2001, including
subsequent amendments thereto, and involved online advertising and related transactions for which revenue was
principally recognized before January 1, 2002.

The Company paid the $300 million penalty in March 2005; however, it is unable to deduct the penalty for income tax
purposes, be reimbursed or indemnified for such payment through insurance or any other source, or use such payment to
setoff or reduce any award of compensatory damages to plaintiffs in related securities litigation pending against the
Company. As described above, in connection with the pending settlement of the consolidated securities class action, the
Company is using its best efforts to have the $300 million, or a substantial portion thereof, transferred to the MSBI
Settlement Fund. The historical accounting adjustments were reflected in the restatement of the Company’s financial results
for each of the years ended December 31, 2000 through December 31, 2003, which were included in the Company’s Annual
Report on Form 10-K for the year ended December 31, 2004 (the “2004 Form 10-K”).

The independent examiner has begun its review, which has been extended and is expected to be completed in the second
quarter of 2006. Depending on the independent examiner’s conclusions, a further restatement might be necessary. It is also
possible that, so long as there are unresolved issues associated with the Company’s financial statements, the effectiveness of
any registration statement of the Company or its affiliates may be delayed.

Basis of Presentation
Basis of Consolidation

The consolidated financial statements include 100% of the assets, liabilities, revenues, expenses and cash flows of Time
Warner and all entities in which Time Warner has a controlling voting interest (“subsidiaries™) and variable interest entitics
(“VIE”) required to be consolidated in accordance with U.S. generally accepted accounting principles (“‘GAAP”).
Intercompany accounts and transactions between consolidated companies have been eliminated in consolidation.

The financial position and operating results of substantially all foreign operations are consolidated using the local
currency as the functional currency. Local currency assets and liabilities are translated at the rates of exchange on the balance
sheet date, and local currency revenues and expenses are translated at average rates of exchange during the period. Resulting
translation gains or losses are included in the accompanying consolidated statement of shareholders’ equity as a component
of Accumulated other comprehensive income, net.

The effects of any changes in the Company’s ownership interests resulting from the issuance of equity capital by
consolidated subsidiaries or equity investees 10 unaffiliated parties are accounted for as capital transactions pursuant to the
SEC’s Staff Accounting Bulletin No. 51, “Accounting for Sales of Stock by a Subsidiary.”

Discontinued Operations
The Company disposed of its entire Music segment effective March 1, 2004. Accordingly, the Company has presented

the financial condition and results of operations of the Music segment as discontinued operations for all periods presented.
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Use of Estimates

The preparation of financial statements in conformity with GAAP requires management to make estimates and
assumptions that affect the amounts reported in the financial statements and footnotes thereto. Actual results could differ
from those estimates.

Significant estimates inherent in the preparation of the accompanying consolidated financial statements include reserves
established for securities litigation matters, accounting for asset impairments, allowances for doubtful accounts, depreciation
and amortization, film ultimate revenues, home video and magazine returns, business combinations, pensions and other
postretirement benefits, income taxes, contingencies and certain programming arrangements.

Recently Issued Accounting Guidance
Accounting for Rental Costs

In October 2005, the Financial Accounting Standards Board (“FASB”) issued FASB Staff Position (“FSP”) 13-1,
“Accounting for Rental Costs Incurred during a Construction Period” (“FSP 13-1”). FSP 13-1 requires rental costs associated
with ground or building operating leases that are incurred during a construction period be recognized as rental expense and
included in income from continuing operations. FSP 13-1 is effective for fiscal periods beginning after December 15, 2005.
The provisions of FSP 13-1 are not expected to have a material impact on the Company’s consolidated financial statements.

Conditional Asset Retirement Obligations

In March 2005, the FASB issued FASB Interpretation No. 47, *Accounting for Conditional Asset Retirement
Obligations — an Interpretation of FASB Statement No. 143” (“FIN 47”). FIN 47 clarifies the timing of liability recognition
for legal obligations associated with the retirement of a tangible long-lived asset when the timing and/or method of settlement
are conditional on a future event. The Company adopted the provisions of FIN 47 during 2005. The application of FIN 47 did
not have a material impact on the Company’s consolidated financial statements.

Stock-Based Compensation

In December 2004, the FASB issned FASB Statement 123 (Revised 2004), “Share-Based Payment” (“FAS 123R”).
FAS 123R requires all companies to measure compensation costs for all share-based payments (including employee stock
options) at fair value and recognize such costs in the statement of operations. The Company will adopt FAS 123R beginning
January 1, 2006 and elect the modified retrospective method of transition. This method of transition requires that the financial
statements of all prior periods be adjusted on a basis consistent with the pre forma disclosures required for those periods by
FASB Statement No. 123, “Accounting for Stock-Based Compensation,” the predecessor to FAS 123R. Through
December 31, 2005, the Company has accounted for stock-based compensation using the intrinsic value method set forth in
Accounting Principles Board Opinion No. 25, “Accounting for Stock Issued to Employees” (“APB 25”). In accordance with
APB 25 and related interpretations, compensation expense for stock options is generally recognized in income based on the
excess, if any, of the quoted market price of the stock at the grant date of the award or other measurement date over the
amount an employee must pay to acquire the stock. The compensation costs related to stock options recognized by the
Company pursuant to APB 25 were minimal. As a result, the application of the provisions of FAS 123R will have a
significant impact on reported net income and earnings per share. See “Stock-Based Compensation” for the pro forma impact
if compensation costs for the Company’s stock option plans had been determined based on the fair value method set forth in
FAS 123.
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Use of Residual Method in Fair Value Determinations

In September 2004, the Emerging Issue Task Force (“EITF”) issued Topic No. D-108, “Use of the Residual Method to
Value Acquired Assets Other than Goodwill” (“Topic D-108"). Topic D-108 requires the direct value method, rather than the
residual value method, be used to value intangible assets other than goodwill for such assets acquired in business
combinations completed afier September 29, 2004. Under the residual value method, the fair value of the intangible asset is
determined to be the difference between the enterprise value and the fair value of all other separately identifiable assets; .
whereas, under the direct value method all intangible assets are valued separately and directly. Topic D-108 also requires that
registrants who have applied the residual method to the valuation of intangible assets for purposes of impairment testing shall
perform an impairment test using the direct value method on all intangible assets. Previously, the Company had used a
residual value methodology to value cable franchise and sports franchise intangible assets. Pursuant to the provisions of
Topic D-108, the income methodology used to value the cable franchises entails identifying the discrete cash flows related to
such franchises and discounting them back to the valuation date. Market and income-based methodologies are used to value
sports franchises. The provisions of Topic D-108 did not affect the consolidated financial statements.

Consolidation of Variable Interest Entities

Pursuant to the provisions of FASB Interpretation No. 46, “Consolidation of Variable Interest Entities — an
Interpretation of ARB No. 51,” (as revised, “FIN 46R”), the Company began consolidating the operations of America Online
Latin America, Inc. (“AOLA”) as of March 31, 2004. AOLA is a publicly traded entity whose significant shareholders
include the Company, AOL, the Cisneros Group (a private investment company) and Banco Itau (a leading Brazilian bank).
AOLA provides online services principally to customers in Brazil, Mexico, Puerto Rico and Argentina. During 2005, AOLA
filed a voluntary petition for relief under Chapter 11 of the U.S. Banksuptcy Code and has announced that it intends to
liquidate, sell or wind up its operations. For the year ended December 31, 2005, the Company recorded a $24 million noncash
goodwill impairment charge related to the wind down of AOLA’s operations. The Company has no obligation to provide
additional funding for AOLA’s operations, and the creditors of AOLA have no recourse to the Company.

In accordance with the transition provisions of FIN 46R, the assets and liabilities of AOLA were recorded in the
Company’s consolidated balance sheet as of March 31, 2004, in the amounts at which they would have been carried if
FIN 46R had been effective when the Company first met the conditions to be considered the primary beneficiary of AOLA.
Upon consolidating the balance sheet of AOLA, the Company recorded incremental assets of approximately $85 million and
liabilities of $29 million, with the difference of $56 million recognized as the pretax cumulative effect of an accounting
change ($34 million on an after-tax basis). Prior periods have not been restated. The Company consolidated the operating
results of AOLA’s operations commencing April 1, 2004. In order to provide the time necessary to consolidate and evaluate
the AOLA financial information, the AOLA financial statements are consolidated by the Company on a one-quarter time lag.
For the year ended December 31, 2005 and 2004, the Company recognized revenues of $50 million and $40 million,
respectively, and an Operating Loss of $11 million and $20 million, respectively, associated with AOLA.

At December 31, 2005, the Company had two entities deemed to be VIEs for which the Company is not considered the
primary benefictary. At December 31, 2005, these entities had total assets of $35 million and total liabilities of $30 million.
In addition, in 2005 these entities had total revenues of $159 million and a net loss of $85 million.
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Summary of Significant Accounting Policies
Cash and Equivalents

Cash equivalents consist of commercial paper and other investments that are readily convertible into cash and have
original maturities of three months or less. Cash equivalents are carried at cost, which approximates fair value.

Restricted Cash

In 2004, as part of the Company’s settlement with the DOJ, the Company established a $150 million fund to be used to
settle any related shareholder or securities litigation. The fund was reflected as Restricted cash on the Company’s
accompanying consolidated balance sheet at December 31, 2004. During October 2005, the $150 million was transferred by
the Company into the MSBI Settlement Fund for the members of the class covered by the consolidated securities class action
as described in Note 17.

Investments

Investments in companies in which Time Warner has significant influence, but less than a controlling voting interest, are
accounted for using the equity method. This is generally presumed to exist when Time Warner owns between 20% and 50%
of the investee. However, in certain circumstances, Time Wamer’s ownership percentage exceeds 50% but the Company
accounts for the investment using the equity method because the minority shareholders hold certain rights that allow them to
participate in certain operations of the business.

Under the equity method, only Time Warner’s investment in and amounts due to and from the equity investee are
included in the consolidated balance sheet; only Time Warner’s share of the investee’s earnings (losses) is included in the
consolidated operating results; and only the dividends, cash distributions, loans or other cash received from the investee,
additional cash investments, loan repayments or other cash paid to the investee are included in the consolidated cash flows. In
circumstances in which the Company’s ownership in an investee is in the form of a preferred security or otherwise senior
security, Time Warner’s share in the investee’s income or loss is determined by applying the equity method of accounting
using the “hypothetical-liquidation-at-book-value” method. Under the hypothetical-liquidation-at-book-value method, the
investor’s share of eamings or losses is determined based on changes in the investor’s claim in the book value of the investee.
Additionally, the carrying value of investments accounted for using the equity method of accounting is adjusted downward to
reflect any other-than-temporary declines in value (see “Asset Impairments” below).

Investments in companies in which Time Warner does not have a controlling interest or is unable to exert significant
influence are accounted for at market value if the investments are publicly wraded and any resale restrictions are less than one
year (“available-for-sale investments”). If there are resale restrictions greater than one year or if the investment is not publicly
traded then the investment is accounted for at cost. Unrealized gains and losses on investments accounted for at market value
are reported, net-of-tax, in the accompanying consolidated statement of shareholders” equity as a component of Accumulated
other comprehensive income, net until the investment is sold or considered impaired (see “Asset Impairments” below), at
which time the realized gain or loss is included in Other income, net. Dividends and other distributions of earnings from both
at-market-value investments and investments accounted for at cost are included in Other income, net when declared.

Accounts Receivable Securitization Facilities

Time Warner has certain accounts receivable securitization facilities that provide for the accelerated receipt of cash on
available accounts receivable. These securitization transactions are accounted for as sales in accordance with FASB
Statement No. 140, “Accounting for Transfers and Servicing of Financial Assets and
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Extinguishments of Liabilities — a replacement of FASB Statement No. 125” (“FAS 140”), because the Company has
relinquished control of the receivables. For further information, see Note 8.

Derivative Instruments

The Company accounts for derivative instruments in accordance with FASB Statement No. 133, “Accounting for
Derivative Instruments and Hedging Activities” (“FAS 133”), FASB Statement No. 138, “Accounting for Certain Derivative
Instruments and Certain Hedging Activities — an amendment of FASB Statement No. 133” (“FAS 138”), and FASB
Statement No. 149, “Amendment of Statement 133 on Derivative Instruments and Hedging Activities” (“FAS 149”). These
pronouncements require that all derivative instruments be recognized on the balance sheet at fair value. In addition, these
pronouncements provide that for derivative instruments that qualify for hedge accounting, changes in the fair value will either
be offset against the change in fair value of the hedged assets, liabilities or firm commitments through earnings or recognized
in shareholders’ equity as a component of accumulated other comprehensive income, net until the hedged item is recognized
in earnings, depending on whether the derivative is being used to hedge changes in fair value or cash flows. The ineffective
portion of a derivative’s change in fair value will be immediately recognized in earnings. The Company uses derivative
instruments principally to manage the risk associated with movements in foreign currency exchange rates, the risk that
changes in interest rates will affect the fair value or cash flows of its debt obligations and equity price risk in the Company’s
investment holdings. See Note 15 for additional information regarding derivative instruments held by the Company and risk
management strategies.

Financial Instruments

Based on the level of interest rates prevailing at December 31, 2005, the fair value of Time Wamer’s fixed-rate debt
exceeded its carrying value by $1.531 billion (Note 8). Additionally, certain differences exist between the carrying value and
fair value of the Company’s other financial instruments; however, these differences are not significant at December 31, 2005.
The fair value of financial instruments is generally determined by reference to market values resulting from trading on a
national securities exchange or in an over-the-counter market. In cases where quoted market prices are not available, fair
value is based on estimates using present value or other valuation techniques.

Property, Plant and Equipment

Property, plant and equipment are stated at cost. Additions to property, plant and equipment generally include material,
labor and overhead. Depreciation, which includes amortization of capital leases, is provided generally on the straight-line
method over useful lives ranging up to 40 years for buildings and related improvements and up to 16 years for furniture,
fixtures and other equipment. For cable television plant upgrades and cable converters and modems, depreciation is provided
generally over useful lives of 16 and 3-4 years, respectively. Time Warner evaluates the depreciation periods of property,
plant and equipment to
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determine whether events or circumstances warrant revised estimates of useful lives. Property, plant and equipment,
including capital leases, consists of:

December 31,
2005 2004
(millions)

Land and buildings $ 3292 $ 3203
Cable television equipment 11,415 10,168
Fumiture, fixtures and other equipment 7,527 6,696

22,234 20,067

Less accumulated depreciation (8,558) (6,973)

Total $ 13,676 $ 13,094

Capitalized Software Costs

Time Warner capitalizes certain costs incurred for the development of internal use software. These costs, which include
the costs associated with coding, software configuration, upgrades and enhancements, are included in Property, plant and
equipment in the accompanying consolidated balance sheet.

AOQL’s subscription services are comprised of various features, which contribute to the overall functionality of the
services. AOL capitalizes costs incurred for the production of computer software that generates the functionality within its
products. Capitalized costs typically include direct labor and related overhead for software produced by AOQL, as well as the
cost of software purchased from third parties. Costs incurred for a product prior to the determination that the product is
technologically feasible (research and development costs), as well as maintenance costs for established products, are
expensed as incurred. Once technological feasibility has been established, such costs are capitalized until the software has
completed testing and is mass-marketed. Amortization is provided on a product-by-product basis using the greater of the
straight-line method or the current year revenue as a percentage of total revenue estimates for the related software product,
not to exceed five years, commencing the month after the date of the product release. Included in costs of revenues are
research and development costs totaling $123 million in 2005, $134 million in 2004 and $139 million in 2003. The total net
book value of capitalized software costs was $189 million and $237 million as of December 31, 2005 and December 31,
2004, respectively. Such amounts are included in Other assets in the accompanying consolidated balance sheet. Amortization
of capitalized software costs was $165 million in 2005, $210 million in 2004 and $194 million in 2003.

Intangible Assets

As a creator and distributor of branded information and copyrighted entertainment products, Time Warner has a
significant number of intangibie assets, including cable television and sports franchises, film and television libraries and other
copyrighted products, trademarks and customer subscriber lists. In accordance with GAAP, Time Warner does not recognize
the fair value of internally generated intangible assets. Costs incurred to create and produce copyrighted product, such as
feature films and television series, generally are either expensed as incurred or capitalized as tangible assets, as in the case of
cash advances and inventoriable product costs. However, accounting recognition is not given to any increase in asset value
that may be associated with the collection of the underlying copyrighted material. Additionally, costs incurred to create or
extend brands, such as magazine titles and new television networks, generally result in losses over an extended development
period and are recognized as a reduction of income as incurred, while any corresponding brand value created is not
recognized as an intangible asset in the consolidated balance sheet. However, intangible assets acquired in business
combinations accounted for under the purchase method of accounting are recorded at fair value on the Company’s
consolidated balance sheet.
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Asset Impairments
Investments

The Company’s investments consist of fair-value investments, including available-for-sale investments, investments
accounted for using the cost method of accounting and investments accounted for using the equity method of accounting. The
Company regularly reviews its investment securities for impairment based on criteria that include the extent to which
carrying value exceeds its related market value, the financial condition of the investee, and the intent and ability to retain the
investment for a sufficient period of time to allow for recovery in the market value of the investments. For more information,
see Note 6.

Long-Lived Assets

Long-lived assets are tested for impairment whenever events or changes in circumstances indicate that the related
carrying amounts may not be recoverable. Determining the extent of an impairment, if any, typically requires various
estimates and assumptions including cash flows directly attributable to the asset, the useful life of the asset and residual
value, if any. When necessary, we use internal cash flow estimates, quoted market prices and appraisals, as appropriate, to
determine fair value.

Goodwill and Indefinite-Lived Intangible Assets

Goodwill and other indefinite-lived intangible assets, primarily certain franchise assets, trademarks and brand names, are
tested annually as of December 31 and whenever events or circumstances make it more likely than not that an impairment
may have occurred, such as a significant adverse change in the business climate or a decision to sell or dispose of the unit.
Estimating fair value is performed by utilizing various valuation techniques, with the primary technique being a discounted
cash flow. The use of a discounted cash flow model often involves the use of significant estimates and assumptions. For more
information, see Note 2.

Accounting for Pension Plans

Time Warner and certain of its subsidiaries have defined benefit pension plans covering a majority of domestic
employees and, to a lesser extent, international employees. Pension benefits are based on formulas that reflect the employees’
years of service and compensation during their employment period and participation in the plans. The pension expense
recognized by the Company is determined using certain assumptions, including the expected long-term rate of return on plan
assets, the discount rate used to determine the present value of future pension benefits and the rate of compensation increases.
The determination of these assumptions is discussed in more detail in Note 13.

Revenues and Ceosts
AOL

Subscription revenues are recognized over the period that services are provided. Advertising and Other revenues are
recognized as the services are performed or when the goods are delivered. AOL generates Advertising revenues by directly
selling advertising or through transaction-based arrangements. Advertising revenues related to advertising sold by AOL is
generally categorized into two types of contracts: standard and nonstandard. The revenues derived from standard advertising
| contracts, in which AOL provides a minimum number of impressions for a fixed fee, are recognized as the impressions are
delivered. The revenues derived from nonstandard advertising contracts, which provide carriage, advisory services, premier
placements and exclusivities, navigation benefits, brand affiliation and other benefits, are recognized on a straight-line basis
over the term of the contract, provided that AOL is meeting its obligations under the contract (e.g., delivery of impressions).
In cases where refund arrangements exist, upon the expiration of the condition related to the refund, revenue directly related
to the refundable fee is recognized on a straight-line basis over the remaining
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term of the agreement. Transaction-based arrangements generally involve either arrangements in which AOL performs
advertising and promotion through prominent display of a customer’s content or search results on one of AOL’s services, or
arrangements in which AOL’s Advertising.com, Inc. (“Advertising.com”) subsidiary purchases and resells advertising on a
third-party website. As compensation for display of a partner’s content or search results, AOL is paid a share of the partner’s
advertising revenues. For performance-based advertising, AOL is paid an agreed to fee based on customer specified results,
such as registrations or sales leads. Advertising revenues related to these transaction-based arrangements is recognized when
the amount is determinable (i.e., generally when performance reporting is received from the partner). Deferred revenue
consists primarily of prepaid advertising fees and monthly and annual prepaid subscription fees billed in advance.

For promotional programs in which consumers are typically offered a subscription to AOL’s subscription services at no
charge as a result of purchasing a product from the commerce partner, AOL records Subscription revenues, based on net
amounts received from the commerce partner, if any, on a straight-line basis over the term of the service contract with the
subscriber.

The accounting rules for advertising barter transactions require that historical cash advertising of a similar nature exist in
order to support the recognition of advertising barter revenues. The criteria used by the accounting rules used to determine if
a barter and cash transaction are considered “similar” include circulation, exposure or saturation within an intended market,
timing, prominence, demographics and duration. In addition, when a cash transaction has been used to support an equivalent
quantity and dollar amount of barter revenues, the same cash transaction cannot serve as evidence of fair value for any other
barter transaction. While not required by the accounting rules, AOL management adopted a more conservative policy by
establishing an additional size criterion to the determination of “similar.” Pursuant to such criterion, beginning in the second
quarter of 2003, an individual cash advertising transaction of comparable average value or higher value must exist in order
for revenue to be recognized on an intercompany advertising barter transaction. Said differently, no intercompany advertising
barter revenue is recognized if a cash advertising transaction of comparable average value or higher value has not been
entered into in the past six months, even if all of the other accounting criteria have been satisfied.

Cable

Subscriber fees (for video programming, high-speed data and Digital Phone) are recorded as revenue in the period that
the service is provided, and Advertising revenues, including advertising purchased by programming vendors, are recognized
in the period that the advertisements are exhibited. Video programming costs are recognized as the services are provided
based on TWC Inc.’s contractual agreements with programming vendors. However, circumstances may arise for which
management is required to estimate the programming cests due to the expiration of a programming contract. During periods
in which a programming contract has expired and TWC Inc. continues to carry the programming vendor, management must
utilize its best judgment to record the appropriate amount of programming expense. When the programming contract terms
are finalized, an adjustment to programming expense is recorded, if necessary, to reflect the terms of the new contract.
Management must also make estimates in the recognition of programming expense related to other items, such as the
accounting for free periods, “most favored nation” clauses and service interruptions.

Launch fees received by the Company from programming vendors are recognized as a reduction of expense on a straight-
line basis over the life of the related programming arrangement. Fees received from programming vendors representing the
reimbursement of marketing costs specifically incurred by TWC Inc. in promoting the programming service are recognized
as a reduction in marketing expense as the marketing services are provided.
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Publishing

Magazine Subscription and Advertising revenues are recognized at the magazine cover date. The unearned portion of
magazine subscriptions is deferred until the magazine cover date. Upon cover date, a proportionate share of the gross
subscription price is included in revenues, net of any commissions paid to subscription agents. Also included in Subscription
revenues are revenues generated from single-copy sales of magazines through retail outlets such as newsstands,
supermarkets, convenience stores and drugstores, which may or may not result in future subscription sales.

Certain products, such as books and other merchandise, are sold to customers with the right to return unsold items.
Revenues from such sales are recognized when the products are shipped, based on gross sales less a provision for future
estimated returns based on historical experience.

Inventories of books and other merchandise are stated at the lower of cost or estimated realizable value. Cost is
determined using primarily the first-in, first-out method, or alternatively the average cost method. Returned goods included in
inventory are valued at estimated realizable value, but not in excess of cost. See Note 7 for additional discussion of inventory.

Networks

The Networks segment recognizes Subscription revenues as services are provided based on the per subscriber negotiated
contractual programming rate for each affiliate and the estimated number of subscribers at the respective affiliate.

In the normal course of business, the Networks segment enters into long-term license agreements to acquire programming
rights. An asset and liability related to these rights are created (on a discounted basis) when (i) the cost of each program is
reasonably determined, (ii) the program material has been accepted in accordance with the terms, and (iii) the program is
available for its first showing or telecast. As discussed below, there are slight variations in the accounting depending on
whether the network is advertising supported (e.g., TNT, TBS, The WB Television Network (“The WB Network™) or not
advertising supported (e.g., HBO).

For advertising-supported networks, the Company’s general policy is to amortize the programming costs on a straight-
line basis (or per play basis if greater) over the licensing period. There are, however, exceptions to this general rule. For
example, because of the significance of the rights fees paid for sports programming licensing arrangements (e.g., NBA and
MLB), programming costs are amortized using an income-forecast model, in which total revenue generated under the sports
programming is estimated and the costs associated with this programming are amortized as revenue is earned, based on the
relationship that the programming costs bear to total estimated revenues, which approximates the pattern with which the
network will utilize and benefit from providing the sports programming. In addition, based on historical advertising sales, the
Company believes that, for certain types of programming, the initial airing has more value than subsequent airings. In these
circumstances, the Company will use an accelerated method of amortization. Additionally, if the Company is licensing the
right to air a movie multiple times over a certain period and the movie is being shown to the public for the first time on a
Company network (a “Premiere Movie™), a portion of the licensing cost is amortized on the initial airing of the movie, with
the remaining cost amortized on a straight-line basis (or per play basis, if greater) over the remaining licensing period. The
determination of the amount of amortization to accelerate in the first showing versus subsequent showings has been
determined based on a study of historical advertising sales for similar programming. '

For a premium cable network that is not advertising supported (e.g., HBO), programming costs are generally amortized
on a straight-line basis in the year that the related shows are exhibited. When the Company has the right to exhibit feature
theatrical programming in multiple windows over a number of years,
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the Company uses historical audience performance as its basis for determining the amount of a film’s programming
amortization attributable to each window.

The Company records programming arrangements (e.g., film inventory, sports rights, etc.) at the lower of unamortized
cost or estimated net realizable value. For broadcast television networks (e.g., The WB Network) whose primary source of
revenue is advertising, the Company estimates the net realizable value of unamortized cost based on the estimated advertising
that can be sold during the season in which the package of programming is aired. For cable networks (e.g., TBS, TNT, etc.),
that earn both Advertising and Subscription revenues, the Company evaluates the net realizable value of unamortized cost
based on the package of programming provided to the subscribers by the network. Specifically, in determining whether the
programming arrangements for a particular network are impaired, the Company determines the net realizable value for all of
the network’s programming arrangements based on a projection of the network’s estimated combined subscription revenues
and advertising revenues. Similarly, given the premise that customers subscribe to a premium service because of the overall
quality of its programming, the Company performs its evaluation of the net realizable value of unamortized programming
costs based on the package of programming provided to the subscribers by the network. Specifically, the Company
determines the net realizable value for all of its premium service programming arrangements based on projections of
estimated subscription revenues.

Filmed Entertainment

Feature films are produced or acquired for initial exhibition in theaters, followed by distribution in the pay-per-view,
home video, pay cable, basic cable, broadcast network and syndicated television markets. Generally, distribution to the
theatrical, home video, pay cable and broadcast network markets is completed principally within three years of initial release.
Thereafter, feature films are distributed to the basic cable and syndicated television markets. Theatrical revenues are
recognized as the films are exhibited. Revenues from home video sales are recognized at the later of the delivery date or the
date that video units are made widely available-for-sale or rental by retailers based on gross sales less a provision for
estimated future returns. Revenues from the distribution of theatrical product to cable, broadcast network and syndicated
television markets are recognized when the films are available to telecast.

Television films and series are initially produced for broadcast networks, cable networks or first-run television
syndication and may be subsequently licensed to foreign or domestic cable and syndicated television markets, as well as sold
on home video. Revenues from the distribution of television product are recognized when the films or series are available to
telecast, except for barter agreements where the recognition of revenue is deferred until the related advertisements are
exhibited. Similar to theatrical home video sales, revenue from home video sales of television films and series is recognized
at the later of the delivery date or the date that video units are made widely available-for-sale or rental by retailers less a
provision for estimated returns.

License agreements for the telecast of theatrical and television product in the cable, broadcast network and syndicated
television markets are routinely entered into well in advance of the available date for telecast, which is generally determined
by the telecast privileges granted under previous license agreements. Accordingly, there are significant contractual rights to
receive cash and barter under these licensing agreements. For cash contracts, the related revenues (which are discounted
based on when cash will be collected) will not be recognized until such product is available for telecast under the contractual
terms of the related license agreement. For barter contracts, the related revenues will not be recognized until the product is
available for telecast and the advertising spots received under such contracts are either used or sold to third parties. All of
these contractual rights for which revenue is not yet recognizable are referred to as “backlog.”
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Inventories of theatrical and television product consist of videocassettes, DVDs and compact video discs and are stated at
the lower of cost or net realizable value. Returned goods included in inventory are valued at estimated realizable value, but
not in excess of cost.

Film costs include the unamortized cost of completed theatrical films and television episodes, theatrical films and
television series in production and film rights acquired for the home video market. Film costs principally consist of direct
production costs, production overhead, development and pre-production costs, and are stated at the lower of cost, less
accumulated amortization, or fair value. The amount of capitalized film costs recognized as cost of revenues for a given film
as it is exhibited in various markets, throughout its life cycle, is determined using the film forecast method. Under this
method, the amount of capitalized costs recognized as expense is based on the proportion of the film’s revenues recognized
for such period to the film’s estimated remaining ultimate revenues. Similarly, the recognition of expenses for participations
and residuals is recognized based on the proportion of the film’s revenues recognized for such period to the film’s estimated
remaining ultimate revenues. These estimates are revised periodically and losses, if any, are provided in full. See Note 7 for
additional details of film costs.

From time to time, the Company enters into arrangements with third parties to jointly finance theatrical production. These
arrangements, which are referred to as co-financing arrangements, take various forms; however, in most cases, the form of
the arrangements is the sale of a copyright interest in a film to a joint venture investor. The Filmed Entertainment segment
records the amounts received for the sale of the copyright interest as a reduction of the cost of the film, as such investors
assume full risk for that portion of the film asset acquired in these transactions.

A portion of the costs of acquiring Historic TW Inc. (“Historic TW™) in 2001 and of acquiring the remaining Time
Warner Entertainment Company, L.P. (“TWE”) content assets in 2003 were allocated to theatrical and television product,
including purchased program rights and product that had been exhibited at least once in all markets (“Library”). Library
product is amortized in amortization expense using the film-forecast method. See Note 2 for additional details of Library.

Barter Transactions

Time Warner enters into transactions that either exchange advertising for advertising (“Advertising Barter™) or
advertising for other products and services (“Non-advertising Barter”). Advertising Barter transactions are recorded at the
lesser of estimated fair value of the advertising received or given in accordance with the provisions of EITF Issue No. 99-17,
“Accounting for Advertising Barter Transactions.” Revenue from barter transactions is recognized when advertising is
provided, and services received are charged to expense when used. Revenues for Non-advertising Barter transactions are
recognized at the estimated fair value when the product is available for telecast and the advertising spots received under such
contracts are either used or sold to third parties. Revenue from barter transactions is not material to the Company’s
consolidated statement of operations for any of the periods presented herein.

Multiple-Element Transactions
Multiple-element transactions within Time Warner fall broadly into three categories:

1. Contemporaneous purchases and sales. The Company sells a product or service (e.g., advertising services) to a
customer and at the same time purchases goods or services and/or makes an investment in that customer.

2. Sales of multiple products or services. The Company sells multiple products or services to a counterparty (e.g., Cable
sells video, digital phone and high-speed Internet access services to a customer).
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3. Purchases of multiple products or services, or the settlement of an outstanding item contemporaneous with the
purchase of a product or service. The Company purchases multiple products or services from a counterparty (e.g., the
Networks segment licenses a group of films from a counterparty to show over a period of time).

Contemporaneous Purchases and Sales

In the normal course of business, Time Warner enters into transactions in which it purchases a product or service and/or
makes an investment in a customer and at the same time negotiates a contract for the sale of advertising, or other product, to
the customer. Contemporaneous transactions may also involve circumstances where the Company is purchasing or selling
goods and services and settling a Company dispute. For example, the AOL segment may have negotiated for the sale of
advertising at the same time it purchased goods or services and/or made an investment in a counterparty. Similarly, when
negotiating programming arrangements with cable networks, the Company’s Cable segment may negotiate for the sale of
advertising to the cable network.

Arrangements, although negotiated contemporaneously, may be documented in one or more contracts. In accounting for
such arrangements, the Company looks to the guidance contained in the following authoritative literature:

* APB Opinion No. 29, “Accounting for Nonmonetary Transactions” (“APB 297);
* FASB Statement 153, “Exchanges of Nonmonetary Assets — an amendment of APB Opinion No. 29” (“FAS 153”);

* Emerging Issues Task Force (“EITF”) Issue No. 01-09, “Accounting for Consideration Given by a Vendor to 2
Customer” (“EITF 01-09”); and

« EITF Issue No. 02-16, “Accounting by a Customer (Including a Reseller) for Certain Consideration Received from a
Vendor” (“EITF 02-16”).

The Company accounts for each transaction negotiated contemporaneously based on the respective fair values of the
goods or services purchased and the goods or services sold. If the Company is unable to determine the fair value of one or
more of the elements being purchased, revenue recognition is limited to the total consideration received for the products or
services sold less supported payments. For example, if the Company sells advertising to a customer for $10 million in cash
and contemporaneously enters into an arrangement to acquire software for $2 million from the same customer, but fair value
for the software cannot be reliably determined, the Company would limit the recognized advertising revenue to $8 million
and would ascribe no value to the software acquisition. As another example, if the Company sells advertising to a customer
for $10 million in cash and contemporaneously invests $2 million in the equity of that same customer at fair value, the
Company would recognize advertising revenue of $10 million and would ascribe $2 million to the equity investment.
Accordingly, the judgments made in determining fair value in such arrangements impact the amount and period in which
revenues, expenses and net income are recognized over the term of the contract.

In determining the fair value of the respective elements, the Company refers to quoted market prices (where available),
historical transactions or comparable cash transactions. In addition, the existence of price protection in the form of “most
favored nation” clauses or similar contractual provisions are generally indicative that the stated terms of a transaction are at
fair value.

Further, in a contemporaneous purchase and sale transaction, evidence of fair value for one element of a transaction may
provide support for the fair value of the other element of a transaction. For example, if the Company sells advertising to a
customer and contemporancously invests in the equity of that same customer,
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evidence of the fair value of the investment may implicitly support the fair value of the advertising sold, since there are only
two elements in the arrangement.

Sales of Multiple Products or Services

The Company’s policy for revenue recognition in instances where multiple deliverables are sold contemporaneously to
the same counterparty is in accordance with EITF Issue No. 00-21, “Revenue Arrangements with Multiple Deliverables,” and
SEC Staff Accounting Bulletin No. 104, “Revenue Recognition.” Specifically, if the Company enters into sales contracts for
the sale of multiple products or services, then the Company evaluates whether it has objective fair value evidence for each
deliverable in the ransaction. If the Company has objective fair value evidence for each deliverable of the transaction, then it
accounts for each deliverable in the transaction separately, based on the relevant revenue recognition accounting policies.
However, if the Company is unable to determine objective fair value for one or more undelivered elements of the transaction,
the Company generally recognizes revenue on a straight-line basis over the term of the agreement. For example, the AOL
division might enter into an agreement for broadband service that includes AOL providing a modem in connection with the
service and the subscriber paying an upfront fee as well as monthly charges. Because AOL is providing both a product and a
service, revenue is allocated to the modem and service based on relative fair value.

Purchases of Multiple Products or Services

The Company’s policy for cost recognition in instances where multiple products or services are purchased
contemporaneously from the same counterparty is consistent with its policy in instances where the Company sells muitiple
deliverables to a customer. Specifically, if the Company enters into a contract for the purchase of multiple products or
services, the Company evaluates whether it has objective fair value evidence for each product or service being purchased. If
the Company has objective fair value evidence for each product or service being purchased, it accounts for each separately,
based on the relevant cost recognition accounting policies. However, if the Company is unable to determine objective fair
value for one or more of the purchased elements, the Company generally recognizes the cost of the transaction on a straight-
line basis over the term of the agreement. For example, the Networks segment licenses from a film production company the
rights to a group of films and episodic series to run as content on its segment. Because the Networks segment is purchasing
multiple products that will be aired over varying times and periods, the cost is allocated among the films and episodic series
based on the relative fair value of each product being purchased. Each allocated amount is then accounted for in accordance
with the Networks segment’s accounting policy for that specific type of deliverable.

This policy would also apply in instances where the Company settles an outstanding disagreement at the same time the
Company purchases a product or service from that same counterparty. For example, the Cable segment settles a dispute on an
existing programming contract with a programming vendor at the same time that it is renegotiating a new programming
contract with the same programming vendor. Because the Cable segment is making payments for both the settlement of an
existing programming contract and for carriage under a new programming contract, the amount agreed to be paid is allocated
between the settlement of the preexisting programming contract and the carriage under the new programming contract. The
amount allocated to the settlement of the preexisting programming contract would be recognized immediately, whereas the
amount allocated to the carriage under the new programming contract would be accounted for prospectively, consistent with
the accounting for other similar programming agreements.

Gross versus Net Revenue Recognition

In the normal course of business, the Company acts as or uses an intermediary or agent in executing transactions with
third parties. Pursuant to EITF No. 99-19, “Reporting Revenue Gross as a Principal versus Net as an Agent,” such
transactions are recorded on a gross or net basis depending on whether the Company is
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acting as the principal in a transaction or acting as an agent in the transaction. The Company serves as the principal in
transactions in which it has substantial risks and rewards of ownership and, accordingly, records revenue on a gross basis. For
those transactions in which the Company does not have substantial risks and rewards of ownership, the Company is
considered an agent in the transaction and, accordingly, records revenue on a net basis. To the extent that revenues are
recorded on a gross basis, any commissions or other payments to third parties are recorded as expenses so that the net amount
(gross revenues less expenses) is reflected in Operating Income. Accordingly, the impact on Operating Income is the same
whether the Company records revenue on a gross or net basis.

Advertising Costs

Time Warner expenses advertising costs as they are incurred, which is when the advertising is exhibited or aired.
Advertising expense to third-parties was $5.171 billion in 2005, $4.952 billion in 2004 and $4.557 billion in 2003. In
addition, the Company had advertising costs of $129 million at December 31, 2005 and $145 million at December 31, 2004
recorded in Prepaid and other current assets on its consolidated balance sheet, which primarily related to prepaid advertising.

Income Taxes

Income taxes are provided using the asset and liability method prescribed by FASB Statement No. 109, “Accounting for
Income Taxes.” Under this method, income taxes (i.e., deferred tax assets, deferred tax liabilities, taxes currently
payable/refunds receivable and tax expense) are recorded based on amounts refundable or payable in the current year and
include the results of any difference between GAAP and tax reporting. Deferred income taxes reflect the tax effect of net
operating loss, capital loss and general business credit carryforwards and the net tax effects of temporary differences between
the carrying amount of assets and liabilities for financial statement and income tax purposes, as determined under enacted tax
laws and rates. Valuation allowances are established when management determines that it is more likely than not that some
portion or all of the deferred tax asset will not be realized. The financial effect of changes in tax laws or rates is accounted for
in the period of enactment. The subsequent realization of net operating loss and general business credit carryforwards
acquired in acquisitions accounted for using the purchase method of accounting is recorded as a reduction of goodwill.
Investment tax credits earned are offset against the cost of inventory or property acquired or produced. Research and
development credits are recorded based on the amount of benefit the Company believes is probable of being earned. The
majority of such research and development benefits were recorded to shareholders’ equity as they resulted from stock option
deductions for which such amounts are recorded as an increase to additional paid-in-capital.

Comprehensive Income (Loss)

Comprehensive income (loss) is reported on the accompanying consolidated statement of shareholders’ equity as a
component of retained earnings (accumulated deficit) and consists of net income (loss) and other gains and losses affecting
shareholders’ equity that, under GAAP, are excluded from net income (loss). For Time Warner, such items consist primarily
of unrealized gains and losses on marketable equity investments, gains and losses on certain derivative financial instruments,
foreign currency translation gains (losses) and unfunded accumulated benefit obligations.
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The following summary sets forth the components of other comprehensive income (loss), net of tax, accumulated in
shareholders’ equity (in millions):

Net
Derivative Net Net
Foreign Net Unrealized Financial Unfunded Accumulated
Currency Gains Instrument  Accumulated Other

Translation (Losses) on Gains Benefit Comprehensive

Gains (Losses)® Securities (Losses) Obligation Income (Loss)
Balance at December 31,2002 $ (328) $ 122 $ 2n $ 319 3§ (552)

2003 activity an (50) (6) 270 137
Balance at December 31, 2003 405) 72 (33) 49) (415)

2004 activity (66) 582 1 4 521

Balance at December 31, 2004 ) 654 (32) (45) 106
2005 activity 430 (603) 22 19) (170)
Balance at December 31,2005 $ (41) $ 51 $ !10) $ (64) $ (64)
@005 includes an adjustment of $439 million for foreign ¢ 'y translation related to goodwill and i ible assets, including that relate to prior periods (Note 2).

Stock-Based Compensation

The Company follows FAS 123, and FASB Statement No. 148, “Accounting for Stock-Based Compensation, Transition
and Disclosure.” The provisions of FAS 123 allow companies either to expense the estimated fair value of stock options or to
continue to follow the intrinsic value method set forth in APB 25, but disclose the pro forma effect on net income (loss) had
the fair value of the options been expensed. Time Warner has elected to continue to apply APB 25 in accounting for its stock
option incentive plans.

The Company uses the attribution method under FASB Interpretation No. 28, “Accounting for Stock Appreciation Rights
and Other Variable Stock Option Award Plans,” in recognizing any compensation cost for its stock option incentive plans
under APB 25 and in the FAS 123 pro forma disclosure below. Had compensation cost for Time Warner's stock option plans
been determined based on the fair value method set forth in FAS 123 (or FAS 123R, which will be adopted on January 1,
2006), Time Warner’s net income and
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basic and diluted net income per common share would have been changed to the pro forma amounts indicated below:

Years Ended December 31,
2005 2004 2003
(millions, except per share
amounts)
Net income, as reported $ 2905 $ 3,364 $ 2,639
Deduct: Total stock-based employee compensation expense determined under fair
value based method for all awards, net of related tax effects (184) (298) (548)
Pro forma net income $ 2721 $ 3,066 $ 2,091
Basic net income per share:
As reported $ 062 $ 074 $ 0.59
Pro forma $ 059 $ 067 $ 046
Diluted net income per share:
As reported $§ 062 $ 072 $ 057
Pro forma $ 058 $ 065 $ 045

For purposes of applying FAS 123 for the 2005 period, the Company has refined certain of its valuation approaches and
inputs and believes such refinements are consistent with valuation techniques required under FAS 123R. As guidance and
interpretations in the area of equity-based compensation evolve, the Company will continually assess its methodologies and
processes in this area to ensure compliance with FAS 123R. Before the first quarter of 2005, the Company estimated the
expected term of an option by computing the average period of time such options would remain outstanding from the grant
date to the exercise date. The historical expected term was previously computed by segregating the employee base into two
groups (senior executives and all other employees). Beginning in the first quarter of 2005, the Company began to use
historical exercise patterns of previously granted options in relation to stock price movements to derive an employee
behavioral pattern used to forecast expected exercise dates. In evaluating expected employee exercise behavior and related
expected exercise dates, the Company separated employees into four groups based on the number of options they were
granted. The weighted average expected term assumption used for 2005 was 4.79 years from the date of grant as compared to
3.60 years from the date of grant for 2004 and 3.11 years from the date of grant in 2003. In addition, historically during 2004,
the volatility assumption was calculated using an average of historic and implied volatilities. Expected volatility in 2003 was
based on historic volatilities. Beginning in the first quarter of 2005, the Company determined the volatility assumption using
implied volatilities based primarily on traded Time Warner options. The weighted average volatility assumption used for
2005 was 24.5% as compared to a weighted average volatility assumption of 34.9% for 2004 and 53.9% for 2003. Had the
Company used the methodologies employed in 2004 to estimate stock option valuation assumptions, the weighted average
fair value of an option granted in 2005 would have increased by approximately 1%.

Historically, the Company recognized pro forma stock-based compensation expense related to retirement-age-eligible
employees over the award’s contractual vesting period. During the first quarter of 2005, based on recent accounting
interpretations, the Company recorded a pro forma charge related to the accelerated amortization of the fair value of options
granted in poior periods to certain retirement-age-cligible employees with no subsequent substantive service requirement
(e.g., no substantive non-compete agreement). As a result, pro forma stock-based compensation expense for the year ended
December 31, 2005 reflects approximately $20 million, net of tax, related to the accelerated amortization of the fair value of
options
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granted in prior years to certain retirement-age-eligible employees with no subsequent substantive service requirement. In
May 20035, the staff of the SEC announced that companies that previously followed the contractual vesting period approach
must continue following that approach prior to adopting FAS 123R and apply the recent accounting interpretation to new
grants that have retirement eligibility provisions only upon adoption of FAS 123R. As a result, pro forma stock-based
compensation expense related to awards granted subsequent to March 31, 2005 has been determined using the contractual
vesting period. For the year ended December 31, 2005, the impact of applying the contractual vesting period approach as
compared to the approach noted in the recent accounting interpretations is not significant.

Income Per Common Share

Basic income per common share is computed by dividing the net income applicable to common shares after preferred
dividend requirements, if any, by the weighted average of common shares outstanding during the period. Weighted-average
common shares include shares of Time Warner’s common stock and Series LMCN-V common stock. Diluted income per
common share adjusts basic income per common share for the effects of convertible securities, stock options, restricted stock
and other potentially dilutive financial instruments, only in the periods in which such effect is dilutive.

Set forth below is a reconciliation of basic and diluted income per common share before discontinued operations and
cumulative effect of accounting change:

Years Ended December 31,
2005 2004 2003
(millions, except per share amounts)

Income before discontinued operations and cumulative effect of

accounting change — basic and diluted $ 2,905 $ 3,209 $ 3,146
Average number of common shares outstanding — basic 4,648.2 4,560.2 4,506.0
Dilutive effect of stock options and restricted stock 414 574 55.2
Dilutive effect of mandatorily convertible preferred stock 204 77.1 62.5
Average number of common shares outstanding — diluted 4,710.0 4,694.7 4,623.7

Income per common share before discontinued operations and
cumulative effect of accounting change:
Basic $ 0.62 $ 0.70 $ 0.70

Diluted $ 0.62 $ 0.68 $ 0.68

Reclassifications

Certain reclassifications have been made to the prior years’ financial information to conform to the 2005 presentation.

2. GOODWILL AND INTANGIBLE ASSETS

As a creator and distributor of branded information and copyrighted entertainment products, Time Warner has a
significant number of intangible assets, including cable television and sports franchises, film and television libraries and other
copyrighted products, trademarks and customer lists. FAS 142 requires that goodwill and intangible assets deemed to have an
indefinite useful life be reviewed for impairment at least annuaily.

Goodwill impairment is determined using a two-step process. The first step of the goodwill impairment test is to identify
a potential impairment by comparing the fair value of a reporting unit with its carrying
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amount, including goodwill. The estimates of fair value of a reporting unit, generally the Company’s operating segments, are
determined using various valuation techniques, with the primary technique being a discounted cash flow analysis. A
discounted cash flow analysis requires one to make various judgmental assumptions, including assumptions about future cash
flows, growth rates and discount rates. The assumptions about future cash flows and growth rates are based on the
Company’s operating segments’ budget and business plans, and varying perpetual growth rate assumptions for periods
beyond the long-term business plan period. Discount rate assumptions are based on an assessment of the risk inherent in the
future cash flows of the respective reporting units. In estimating the fair values of its reporting units, the Company also uses
research analyst estimates, as well as comparable market analyses. If the fair value of a reporting unit exceeds its carrying
amount, goodwill of the reporting unit is not deemed impaired and the second step of the impairment test is not performed. If
the carrying amount of a reporting unit exceeds its fair value, the second step of the goodwill impairment test is performed to
measure the amount of impairment loss, if any. The second step of the goodwill impairment test compares the implied fair
value of the reporting unit’s goodwill with the carrying amount of that goodwill. If the carrying amount of the reporting
unit’s goodwill exceeds the implied fair value of that goodwill, an impairment loss is recognized in an amount equal to that
excess. The implied fair value of goodwill is determined in the same manner as the amount of goodwill recognized in a
business combination. That is, the fair value of the reporting unit is allocated to all of the assets and liabilities of that unit
(including any vnrecognized intangible assets) as if the reporting unit had been acquired in a business combination and the
fair value of the reporting unit was the purchase price paid to acquire the reporting unit.

The impairment test for other intangible assets not subject to amortization consists of a comparison of the fair value of the
intangible asset with its carrying value. If the carrying value of the intangible asset exceeds its fair value, an impairment loss
is recognized in an amount equal to that excess. The estimates of fair value of intangible assets not subject to amortization are
determined using various discounted cash flow valuation methodologies. The most common among these is a “relief from
royalty” methodology, which is used in estimating the fair value of the Company’s brands and trademarks, and income
methodologies, which are used to value cable franchises. The income methodology used to value the cable franchises entails
identifying the discrete cash flows related to such franchises and discounting them back to the valuation date. Market and
income-based methodologies are used to value sports franchises. Significant assumptions inherent in the methodologies
employed include estimates of royalty rates and discount rates. Discount rate assumptions are based on an assessment of the
risk inherent in the respective intangible assets. Assumptions about royalty rates are based on the rates at which similar
brands and trademarks are being licensed in the marketplace.

During 2003, the Company recorded impairment losses of $318 million to reduce the carrying value of certain intangible
assets of the Turner winter sports teams and certain goodwill and intangible assets of TWBG, which were recorded at the
time of the merger of AOL and Historic TW (the “AOL-Historic TW Merger”). In addition, in December 2003, the Company
recognized an impairment charge of approximately $1.1 billion to reduce the carrying value of the Music segment’s
intangible assets, which is included in discontinued operations. These impairment charges were computed based on
information received during the negotiations for sale of these businesses. The Company determined during its annual
impairment reviews for goodwill, which occur in the fourth quarter, that no additional impairments existed at December 31,
2005, 2004 or 2003.

The impairment charges were noncash in nature and did not affect the Company’s liquidity or result in non-compliance
with respect to any debt covenants.
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A summary of changes in the Company’s goodwill during the years ended December 31, 2005 and 2004 by reportable
segment is as follows (millions):

December 31, Acquisitions & Translation December 31,
2004 Adjustments® Impairment® Adjustments) 2005
AOL $ 3,027 $ (14) $ (24) $ 113§ 3,102
Cable 1,921 (15) — — 1,906
Filmed Entertainment 5,218 38 — — 5,256
Networks(® 20,626 128 — —_ 20,754
Publishingt® 8,875 256 — 267 9,398
Total $ 39667 $ 393§ e 3 380 $ 40,416
December 31, Acquisitions & December 31,

2003 Adjustments® .
AOL® $ 2,784 $ 243 $ 3,027
Cable 1,909 12 1,921
Filmed Entertainment 5,245 27 5,218
Networks(@ 20,742 (116) 20,626
Publishing(® 8,779 96 8,875
Total $ 39,459 $ 208 $ 39,667
@Includes changes i i in deferred tax assets and llabrlmes quired in purchase busi bi with the net impact of increasing goodwill by approximately

$207 million in 2005 and d ing goodwill by ap ly $219 mxlhon in 2004. The adjustments affected multiple segments.

®Relates to the $24 million impairment charge of AOLA goodwill in the first quarter of 2005.

includes an adjustient related 10 periods prior to January 1, 2005. This adjustment had no impact on consolidated net income or cash flows in the current or any prior period. In
addition, the adj is not idered ial to the ¢ lidated assets or equity of the current or any prior period.

2005 primarily includes $174 million related 10 changes in valuation of net deferred tax liabilities related to historical purchase business combinations offset by a $39 million
reduction, net of tax, related to reversals of purchase accounting reserves as well as the adjustments discussed in (a) above. 2004 primarily includes $31 million related to the
purchase of the i in Wamer Channel Latin America and $29 miilion related to the consolidation of Cartoon Network Japan, offset by $25 miltion related to the
sale of the winter sports teams assets as well as the adjustments discussed in (a) above.

©2005 mcludes $111 million at the Publishing segment related to the preliminary purchase pnec allocation for the acquisition of the remaining hip # inE
C ions Partners (“E: ") and $75 million related to the preliminary purchase price allocation for the acqunsmon of Grupo Editorial Expansmn as well as the
adjustments discussed in (a) above. 2004 primarily inclodes $94 million related to the purchase of an additional interest in Synapse Group, Inc as well as the adjustments
discussed in (a) above.

02004 primarily includes $269 million related to the purchase of Adventising.com and $24 million related to the consolidation of AOLA, which was subsequently impaired as
discussed in (b) above, as well as the adjustments discussed in (a) above.
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The Company’s intangible assets and related accumulated amortization consisted of the following (millions):

As of December 31, 2005 As of December 31, 2004
Accomulated Accumulated
Gross Amortization'® Net Gross Amortization(® Net

Intangible assets subject to

amortization:
Film library $ 397 $ (1,064) $ 2903 $ 397 $ (830) $ 3,137
Customer lists and other

intangible assets ® 2,569 (1,950) 619 2,316 (1,561) 755
Total $ 653 § G019 $ 3522 $ 6283 § (239 $ 389
Intangible assets

not subject to

amortization:
Cable television franchises $ 31,368 § (1,489) $29879 $31,241 $ (1,489) $ 29,752
Sports franchises 282 20) 262 282 20) 262
Brands, trademarks and

other intangible assets () 9,935 (263) 9,672 9,905 (263) 9,642
Total $41,585 § (1,772) $39813 $41428 § (1,772) $ 39,656
® Amortization of customer lists and other intangible assets subject to amortization is provided tly on the straight-li hod over their respective useful lives, The

weighted-average useful life for customer lists is 5 years. The film library is amortized using the film forecast method. The Company eval the useful lives of its finite-
lived intangible assets each reporiing period to de ine whether events or circumstances warrant revised estimates of useful lives.

®)  The change in 2005 includes $79 million related to the Trueve, lsc. acquisition for acquired technology, $34 million related to the preliminary allocation of Essence
goodwill to tradename and subscriber lists, $31 million related to the Wildseed, Ltd. acquisition for acquired technology and $30 million related to foreign cusrency
translation of intangibles at AOLE and IPC. The change in 2004 includes $206 million related to the purchase of Advertising.com for technology ($98 million), advertiser
and publisher relationships ($50 million), tradename (340 million) and non-compete agreements ($18 million).

©)  The change in 2005 includes $29 mxlbon related to imangibles at IPC. As a result of i d competition in the publishing business related to certain magazine titles,
indefinite-lived rad bi ling approximately $1.3 billion will be assigned a 25 yeax finite Kfe and begm to be amortized starting January 2006. The impact
of amortizing such tradenames i in 2006 and beyond will be approximately $50 million annually.
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3. SALE OF MUSIC SEGMENT

On October 24, 2003, the Company completed the sale of Warner Music Group’s (“WMG”) CD and DVD
manufacturing, printing, packaging and physical distribution operations (together, “Warner Manufacturing™) to Cinram
International Inc. (“Cinram”) for approximately $1.05 billion in cash.

On March 1, 2004, the Company sold its WMG recorded music and Warner/ Chappell music publishing operations to a
private investment group (“Investment Group”) for approximately $2.6 billion in cash and an option to reacquire a minority
interest in the operations to be sold. This option was accounted for in accordance with FASB Statement No. 133,
“Accounting for Derivative Instruments and Hedging Activities.” The initial value of the consideration ascribed to the option
was approximately $35 million. In the fourth quarter of 2004, the value of the option was increased to $85 million based
primarily on the results of the WMG recorded music and publishing business. The $50 million increase in value was recorded
in Other income, net in the 2004 consolidated statement of operations.

In the first quarter of 2005, the Company entered into an agreement with WMG pursuant to which WMG agreed to a cash
purchase of the Company’s option at the time of the WMG public offering at a price based on the initial public offering price
per share, net of any underwriters’ discounts. As a result of the estimated public offering price range, the Company adjusted
the value of the option in the first quarter of 2005 to $165 million. In the second guarter of 2005, WMG’s registration
statement was declared effective at a reduced price from its initial estimated range, and the Company received approximately
$138 million from the sale of its option. As a result of these events, during 2005 the Company recorded a $53 million net
gain related to this option, which is included as a component of Other income, net, in the accompanying 2005 consolidated
statement of operations.

As these transactions resulted in the disposition of its music operations, the Company has presented the results of
operations and financial condition of the Music segment as discontinued operations for all periods presented.

The 2004 income (charges) recorded in the accompanying consolidated statement of operations relate primarily to
adjustments to the initial estimates of the assets sold to and liabilities assumed by the acquirors in such transactions and to the
resolution of various tax matters surrounding the music business dispositions.

Financial data of the Music operations, included in discontinued operations for 2004 and 2003, is as follows:

For the Year
Ended
December 31,
2004 2003
(millions)

Total revenues $ 780 $ 4312
Pretax loss (2) (567)
Income tax benefit 123 72
Net income (loss) 121 {495)

As of December 31, 2005 and 2004, there are $50 million and $88 milion, respectively, of liabilities associated with the
former music operations recorded on the Company’s balance sheet. The liabilities are principally related to severance
payments to former employees of the music operations, and at December 31, 2004, pension obligations to former employees
of the Music segment, which were retained by Time Warner.
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4. OTHER SIGNIFICANT BUSINESS ACQUISITIONS AND DISPOSITIONS
2004 Transactions
Acquisition of Advertising.com

On August 2, 2004, AOL completed the acquisition of Advertising.com for $445 million (net of cash acquired).
Advertising.com purchases online advertising inventory from third-party websites and principaily sells this inventory using
performance-based advertising arrangements. During 2005, the purchase price allocation was finalized and the Company
recorded $269 million of goodwill, $206 million of intangible assets subject to amortization for technology ($98 million),
advertising and publisher relationships ($50 million), tradename ($40 million) and non-compete agreements ($18 million)
related to the purchase of Advertising.com (Note 2). From the time it was acquired through December 31, 2004,
Adbvertising.com contributed Advertising revenues of $97 million from sales of advertising run on third-party websites.

Sale of the Winter Sports Teams

On March 31, 2004, the Company completed the sale of the Turner winter sports teams (the Atlanta Thrashers, an NHL
team, and the Atlanta Hawks, an NBA team) and the entity holding the operating rights to Philips Arena, an Atlanta sports
and entertainment venue, to Atlanta Spirit LLC (“Atlanta Spirit”). In addition to the $219 million of impairment charges
recognized in 2003, the Company recorded an approximate $7 million loss on the closing of the sale in the first quarter of
2004. As of December 31, 2005, Turner owns an approximate 10% interest in Atlanta Spirit and accounts for its interest in
the limited liability company under the equity method of accounting.

Through the date of the sale on March 31, 2004, the winter sports teams had revenues of $66 million and an Operating
Loss of $8 million. For the full year of 2003, the winter sports teams contributed approximately $160 million of revenues and
an Operating Loss of $37 million.

Consolidation of Warner Village Cinemas S.P.A.

Warner Village Cinemas S.P.A. (“Warner Village™) is a joint-venture arrangement that operates cinemas in Italy. Prior to
December 2004, this entity was owned 45% by Wamer Bros., 45% by Viilage Cinemas International Pty. Ltd. (“Village
Cinemas”) and 10% by a third-party investor. The 10% owner was bought out by Warner Bros. and Village Cinemas in
December 2004. As previously announced, in April 2004, Warner Bros. and Village Cinemas agreed that: (i) Warner Bros.
would control the voting rights associated with Village Cinemas’ interest and (ii) beginning in March 2007 and continuing
for one year, Village Cinemas can require that both Warner Bros. and Village Cinemas place their collective interests for sale
and, to the extent that a bona fide offer is received, can require Warner Bros. to acquire the Village Cinemas interest at that
value in the event that Warner Bros. elects not to proceed with such sale. If such right is not exercised by Village Cinemas,
the voting rights associated with its interest will revert to Village Cinemas in March 2008.

As aresult of controlling Village Cinemas’ voting interest, Warner Bros. began consolidating the results of Warner
Village in the second quarter of 2004. As permitted by U.S. GAAP, Warner Village results have been consolidated
retroactive to the beginning of the year. For the year ended December 31, 2004, Wamer Village revenues were $101 million
and its Operating Income was $3 million.

2003 Transactions
Sale of Time Life

In December 2003, the Company sold its Time Life Inc. (“Time Life™) operations to Direct Holdings Worldwide LLC
(“Direct Holdings”), a venture of Ripplewood Holdings LLC and ZelnickMedia Corporation. In connection with the
transaction, the Company recognized a loss of $29 million. Under the terms of the
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sale transaction, the Company did not receive any cash consideration and instead agreed to a contingent consideration
arrangement under which it will receive payments in the futare if the business sold meets certain performance targets.
Specifically, the Company would receive consideration equal to four times the amount by which the average annual earnings
before interest, taxes, depreciation and amortization (“EBITDA”) over a two-year period exceeds $10 million. Based on the
recent performance of Time Life, the Company does not believe, at this time, that it is probable that significant additional
consideration will be received under this arrangement. The Company will not record this contingent payment as incremental
proceeds on the sale of the Time Life business unless and until the point at which all contingencies with regard to the
payment have been resolved.

In conjunction with this transaction, the Company entered into multi-year service agreements with Direct Holdings to
provide certain fulfillment, customer service and related services primarily for Time Life’s European operations. In addition,
the Company agreed to license the name “Time Life” to Direct Holdings for ten years, with an additional ten-year renewal
option. The Company will receive royalty payments from Direct Holdings beginning in 2005. The Company believes that the
terms of the licensing arrangement and fulfillment service agreements are at market rates and, accordingly, no amounts have
been allocated to either agreement. Finally, as part of the transaction, the Company provided for up to $13 million in
financing to Direct Holdings, of which only $8 million was funded and subsequently repaid in the first quarter of 2005.

Sale of U.K. Cinemas

In the second quarter of 2003, the Company recognized a $43 million gain on the sale of its interest in UK. cinemas,
which had previously been consolidated by the Filmed Entertainment segment.

5. TIME WARNER CABLE INC.
Ownership

Comcast Corporation (“Comcast”) has a 21% economic interest in Time Warner Cable Inc.’s (“TWC Inc.”) cable
business held through a 17.9% direct common ownership interest in TWC Inc. (representing a 10.7% voting interest) and a
limited partnership interest in TWE representing a 4.7% residual equity interest. Time Warner’s 79% economic interest in
TWC Inc.’s cable business is held through an 82.1% common ownership interest in TWC Inc. (representing an 89.3% voting
interest) and a limited partnership interest in TWE representing a 1% residual equity interest. Time Warner also holds a
$2 .4 billion mandatorily redeemable preferred equity interest in TWE. The remaining interests in TWE are held indirectly by
TWC Inc.

Adelphia/Comcast
Adelphia Acquisition Agreement

On April 20, 2005, a subsidiary of the Company, Time Wamer NY Cable LLC (“TW NY"), and Comcast each entered
into separate definitive agreements with Adelphia to, collectively, acquire substantially all the assets of Adelphia
Communications Corporation (“Adelphia™) for a total of $12.7 biilion in cash (of which TW NY will pay $9.2 billion and
Comcast will pay the remaining $3.5 billion) and 16% of the common stock of TWC Inc. (the “Adelphia Acquisition™).

At the same time that Comcast and TW NY entered into the Adelphia agreements, Comcast, TWC Inc. and/or their
respective affiliates entered into agreements providing for the redemption of Comcast’s interests in TWC Inc. and TWE (the
“TWC Inc. Redemption Agreement” and the “TWE Redemption Agreement,” respectively, and, collectively, the “TWC Inc.
and TWE Redemption Agreements”). Specifically, Comcast’s 17.9% interest in TWC Inc. will be redeemed in exchange for
‘ stock of a subsidiary of TWC Inc. holding cable systems serving approximately 587,000 subscribers (as of December 31,
| 2004), as well as approximately
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$1.9 billion in cash. In addition, Comcast’s 4.7% interest in TWE will be redeemed in exchange for interests in a subsidiary
of TWE holding cable systems serving approximately 168,000 subscribers (as of December 31, 2004), as well as
approximately $133 million in cash. TWC Inc., Comcast and their respective subsidiaries will also swap certain cable
systems to enhance their respective geographic clusters of subscribers (“Cable Swaps”).

After giving effect to the transactions, TWC Inc. will gain systems passing approximately 7.5 million homes (as of
December 31, 2004), with approximately 3.5 million basic subscribers. TWC Inc. will then manage a total of approximately
14.4 million basic subscribers. Time Warner will own 84% of TWC Inc.’s common stock (including 83% of the outstanding
TWC Inc. Class A Common Stock, which will become publicly traded at the time of closing, and all outstanding shares of
TWC Inc. Class B Common Stock) and own a $2.9 billion indirect economic interest in TW NY, a subsidiary of TWC Inc.

The transactions are subject to customary regulatory review and approvals, including antitrust review by the Federal
Trade Commission (“FTC”) pursuant to the Hart-Scott-Rodino Act, review by the Federal Communications Commission
(“FCC”) and local franchise approvals, as well as, in the case of the Adelphia Acquisition, the Adelphia bankruptcy process,
which involves approvals by the bankruptcy court having jurisdiction over Adelphia’s Chapter 11 case and Adelphia’s
creditors. On January 31, 2006, the FTC completed its antitrust review of the transaction and closed its investigation without
further action. The parties are awaiting final clearance from the FCC and local franchise approvals, as well as completion of
the bankruptcy process. The parties expect to close the Adelphia Acquisition during the second quarter of 2006.

The closing of the Adelphia Acquisition is not dependent on the closing of the Cable Swaps or the transactions
contemplated by the TWC Inc. and TWE Redemption Agreements. Furthermore, if Comcast fails to obtain certain necessary
governmental authorizations, TW NY has agreed to acquire the cable operations of Adelphia that would have been acquired
by Comcast, with the purchase price payable in cash or TWC Inc. stock at the Company’s discretion.

Amendments to Existing Arrangements

In addition to entering into the agreements relating to the Adelphia Acquisition, the Redemption Agreements and Cable
Swap agreements described above, in April 2005 TWC Inc. and Comcast amended certain pre-existing agreements. The
objective of these amendments is to terminate these agreements contingent upon the completion of the transactions provided
for in the Redemption Agreements. The following brief description of these agreements does not purport to be complete and
is subject to, and is qualified in its entirety by reference to, the provisions of such agreements.

Registration Rights Agreement. In conjunction with the restructuring of TWE completed in 2003 (the “TWE
Restructuring”), TWC Inc. granted Comcast and certain affiliates registration rights related to the shares of TWC Inc.
Class A common stock acquired by Comcast in the TWE Restructuring. In connection with the entry into the TWC
Redemption Agreement, Comcast generally has agreed not to exercise or pursue registration rights with respect to the TWC
Class A Common Stock owned by it until the earlier of the date upon which the TWC Redemption Agreement is terminated
in accordance with its terms and the date upon which TWC Inc.’s offering of equity securities to the public for cash for its
own account in one or more transactions registered under the Securities Act of 1933 exceeds $2.1 billion. TWC Inc. does,
however, have an obligation to file a shelf registration statement on June 1, 2006, covering all of the shares of the TWC
Class A Common Stock if the TWC Redemption has not occurred as of such date.

Tolling and Optional Redemption Agreements. On April 20, 2005, subsidiary of TWC Inc., Comcast and certain of its
affiliates entered into an amendment (the “Second Tolling Amendment”™) to the Tolling and Optional
Redemption Agreement, dated as of September 24, 2004, as amended, pursuant to which the parties agreed that if both of the
Redemption Agreements terminate, TWC Inc. will redeem 23.8% of Comcast’s 17.9% ownership of TWC Class A Common
Stock in exchange for 100% of the common stock of a TWC Inc.
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subsidiary that will own certain cable systems serving approximately 148,000 basic subscribers (as of December 31, 2004)
plus approximately $422 million in cash. In addition, on May 31, 2005, a subsidiary of TWC Inc., Comcast and certain of its
affiliates entered into the Alternate Tolling and Optional Redemption Agreement (the “Alternate Tolling Amendment”).
Pursuant to the Alternate Tolling Amendment, the parties agreed that if the TWC Inc. Redemption Agreement terminates, but
the TWE Redemption Agreement is not terminated, TWC Inc. will redeem 23.8% of Comcast’s 17.9% ownership of TWC
Inc. Class A common stock in exchange for 100% of the common stock of a TWC Inc. subsidiary which will own certain
cable systems serving approximately 148,000 basic subscribers (as of December 31, 2004) plus approximately $422 million
in cash.

Cable Television System Joint Ventures

On May 1, 2004, the Company completed the restructuring of two joint ventures that it manages, Kansas City Cable
Partners (“KCCP”), previously a 50-50 joint venture between Comcast and TWE serving approximately 297,000 basic video
subscribers as of December 31, 2005, and Texas Cable Partners, L.P. (“TCP”), previously a 50-50 joint venture between
Comcast and the TWE-Advance/Newhouse Partnership (“TWE-A/N") serving approximately 1.260 million basic video
subscribers as of December 31, 2005. Prior to the restructuring, the Company accounted for its investment in these joint
ventures using the equity method. Under the restructuring, KCCP was merged into TCP, which was renamed “Texas and
Kansas City Cable Partners, L.P.” Following the restructuring, the combined partnership was owned 50% by Comcast and
50% collectively by TWE and TWE-A/N. In February 2005, TWE’s interest in the combined partnership was contributed to
TWE-A/N in exchange for preferred equity in TWE-A/N. Since the net assets of the combined partnership were owned 50%
by TWC Inc. and 50% by Comcast both before and after the restructuring and there were no changes in the rights or
economic interests of either party, the Company viewed the transaction as a non-substantive reorganization to be accounted
for at book value, similar to the transfer of assets under common control. TWC Inc. continues to account for its investment in
the restructured joint venture using the equity method. Beginning on June 1, 2006, either TWC Inc. or Comcast can trigger a
dissolution of the partnership. If a dissolution is triggered, the non-triggering party has the right to choose and take full
ownership of one of two pools of the combined partnership’s systems — one pool consisting of the Houston systems and the
other consisting of the Kansas City, southwest Texas and New Mexico systems — with an arrangement to distribute the
partnership’s debt between the two pools. The party triggering the dissolution would own the remaining pool of systems and
any debt associated with that pool.

In conjunction with the Adelphia Acquisition, TWC Inc. and Comcast agreed that if the Adelphia Acquisition and Cable
Swaps occur and if Comcast receives the pool of assets consisting of the Kansas City, southwest Texas and New Mexico
systems upon distribution of the Texas and Kansas City Cable Partners, L.P. assets as described above, Comcast will have an
option, exercisable for 180 days commencing one year after the date of such distribution, to require TWC Inc. or a subsidiary
to transfer to Comcast, in exchange for the southwest Texas and New Mexico systems, certain cable systems held by TWE
and its subsidiaries.
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6. INVESTMENTS, INCLUDING AVAILABLE-FOR-SALE SECURITIES

The Company’s investments consist of equity-method investments, fair-value investments, including available-for-sale
investments, and cost-method investments. Time Warner’s investments, by category, consist of:

December 31,
2005 2004
(millions)
Equity-method investments $ 2574 $ 2,624
Fair-value investments, including available-for-sale investments® 820 1,958
Cost-method investments® 124 121
Total $ 3518 $ 4,703

) The fair value and cost basis of Time Wamer’s fair-value and cost-method investments were approximately $944 million and $861 million, respectively, as of

December 31, 2005, and $2.079 billion and $991 million, respectively, as of D ber 31, 2004.

Equity-Method Investments

Investments in companies in which Time Warmner has the ability to exert significant influence, but less than a controlling
voting interest, are accounted for using the equity method. This is generally presumed to exist when Time Warner owns
between 20% and 50% of the investee. However, in certain circumstances, Time Warner’s ownership percentage exceeds
50% but the Company accounts for the investment using the equity method because the minority shareholders hold certain
rights that allow them to participate in the day-to-day operations of the business.

At December 31, 2005, investments accounted for using the equity method, and the ownership percentage held by Time
Warner, primarily include the following: certain cable joint ventures (50% owned), Courtroom Television Network (“Court
TV”) (50% owned), certain network and filmed entertainment joint ventures (generally 25-50% owned) and Time Wamer
Telecom Inc. (“Time Warner Telecom”) (44% owned). Time Warner has investments accounted for using the equity method
of accounting that are publicly traded, including Time Warner Telecom. Based on the closing share price as of December 31,
2005, the value of Time Warner’s investment in Time Wamner Telecom approximated $496 million. As of December 31,
2005, the Company's investment in Time Wamer Telecom had a carrying value of zero primarily due to impairments
recognized in previous years.

At December 31, 2005, the Company’s recorded investment in certain cable joint ventures and Court TV were greater
than its equity in the underlying net assets of these equity method investees by approximately $1.9 billion. This difference
was primarily due to fair value adjustments recorded in connection with the AOL-Historic TW Merger.

Fair-Value Investments, Including Available-for-Sale Investments

Investments in companies in which Time Wamer does not have a controlling interest or is unable to exert significant
influence are accounted for at fair value if the investments are publicly traded and resale
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restrictions of less than one year exist (“available-for-sale investments™). The cost basis, unrealized gains, unrealized losses
and fair market value of available-for-sale investments are set forth below:

December 31,
2005 2004
(millions)

Cost basis of available-for-sale investments $ 50 $ 7
Gross unrealized gain®@ 85 1,089
Gross unrealized loss ()] 4
Fair-value of available-for-sale investments $ 133 $ 1,165
Deferred tax liability $ 33 $ 435
@ 2004 includes a gross lized gain of approximately $965 million related to Google. During 2005, the Company sold its remaining 5.1 million shares of Google’s

Class B common stock. The Company received total cash consideration of approximately $940 million, resulting in a gain of approximately $925 million recognized in the
second quarier of 2005, which is included as a component of Other income, net.
During 2005, 2004 and 2003 there were $995 million, $25 million and $169 million, respectively, of unrealized gains
reclassified from Accumulated other comprehensive income, net to Other income, net in the consolidated statement of
operations, based on the specific identification method.

Also included within fair-value investments at December 31, 2005 and 2004 are equity derivatives of $6 million and
$92 million, respectively, and amounts related to the Company’s deferred compensation program of $681 million and
$701 million, respectively. Equity derivatives are recorded at fair value in the accompanying consolidated balance sheet, and
the related gains and losses are included as a component of Other income, net. The deferred compensation program is an
elective program whereby eligible employees may defer a portion of their annual compensation. A corresponding liability is
included within current or noncurrent other liabilities as appropriate.

Cost-Method Investments

Investments in companies that are not publicly traded or have re
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The Phoenix Plaza Joan S. Burke

21st Floor

2929 North Central Avenue

Phoenix, Arizona 85012-2794 A PROFESSIONAL ASSOCIATION Direct Line 602.640.9356
ATTORNEYS AT LAW Direct Fax 602.640.6074

P.O. Box 36379

Phoenix, Arizona 85067-6379 www.osbornmaledon.com jburke@omiaw.com

Telephone  602.640.9000
Facsimile  602.640.9050

April 14, 2006

VIA HAND-DELIVERY AND E-MAIL DELIVERY
Ms. Maureen Scott

Senior Staff Counsel, Legal Division

Arizona Corporation Commission

1200 West Washington

Phoenix, Arizona 85007

Mr. Armando Fimbres

Utilities Division

Arizona Corporation Commission
1200 West Washington

Phoenix, Arizona 85007

Re:  Staff First Set of Data Requests to Time Warner NY Cable LLC (“TWNY”) and
Time Warner Cable Information Services (Arizona), LLC (“TWICS”)
Dockets Nos. T-04282A-06-0161; T-20448A-06-0161; and T-20449A-06-0161

Dear Maureen and Armando:

Enclosed are the collective responses of Time Warner NY Cable LLC, Time Warner
Cable Information Services, LLC and ACC Telecommunications, LLC to the Staff’s First Set of
Data Requests in the above-referenced dockets. Please call me if you have any questions
regarding these responses.

Thank you.
Sincerely,
Joan S. Burke
JSB/bw
Enclosure

1234180
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RESPONSES OF ACC TELECOMMUNICATIONS, LLC (“ACC”),
TIME WARNER NY CABLE LLC (“TWNY”), AND
TIME WARNER CABLE INFORMATION SERVICES, LLC (“TWCIS”),
- TO STAFF’S FIRST SET OF DATA REQUESTS IN
Docket Nos. T-04282A-06-0161, T-20448A-06-0161 and T-20449A-06-0161
April 14, 2006

These responses are submitted jointly by Time Warner NY Cable LLC (“TWNY”), Time
Warner Cable Information Services, LLC (“TWCIS”) and ACC Telecommunications, LCC
(“ACC”) and respond to the data requests transmitted by Arizona Corporation Commission’s
Senior Staff Counsel Maureen Scott on April 5, 2006. Unless otherwise noted in the data
response, the information used in compiling these responses was supplied by Mr. Vincent M.
Paladini, Associate Counsel, Time Warner Cable, 290 Harbor Drive, Stamford, CT 06902 or Ms.
Jo Gentry, Director External Affairs, ACC Telecommunications, LLC, 5619 DTC Parkway,
Greenwood Village, CO 80111, respectively.

STF 1.1  What specific actions do the applicants anticipate that would require waiver of
the Commission’s “anti-slamming* regulations, A.A.C. R14-2-1904 and R14-2-1
905?

At the conclusion of the proposed transaction, TWNY will acquire substantially all of the
assets of Adelphia Communications Corporation (“Adelphia”). Pursuant to that transaction,
certain customers of ACC will be assigned to TWNY. Upon the completion of the transaction,
TWNY will assign those customers to its subsidiary, TWCIS. As a result, the affected ACC
customers will experience a “change” in service provider. To the extent R14-2-1901-1913
generally prohibits such change of service provider without customer verification (R14-2-1905),
the parties request a waiver of this requirement. The parties intend to comply with the FCC’s
carrier change certification rules, set forth in 47 C.F.R. §64.1120(e)(3), which permit such
transfers to occur without individual customer verification, provided that certain notifications,
disclosures and certifications are made. Customers subject to the transfer will receive notice of
the acquisition and will have an opportunity to switch service providers if they so choose.

STF 1.2 Please provide the number of Arizona employees at end of year 2005 for each
entity participating in this transaction.

ACC has no employees in Arizona. Adelphia Communications Corporation has forty-
one (41) employees in Arizona. TWNY and TWCIS had no employees in Arizona during 2005.

STF 1.3 Please clarify if any Arizona employees will be impacted by this transaction?

ACC, Adelphia Communications Corporation, TWCIS, and TWNY do not anticipate that
this transaction will have any impact on the forty-one (41) Adelphia Arizona employees. The
nature and scope of the telecommunications operations will continue unchanged for the
foreseeable future.
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STF 1.4  Referring to the statement on page 6 of the transaction application, “The post-
Transaction entity will better serve existing and new customers in Arizona”,

which new customers does TWCIS plan to serve in Arizona?

TWCIS has no immediate plans to add additional customers, but will continue serving
existing customers and will pursue opportunities with new customers in due course. TWICS
anticipates that the post-transaction outlook for customers will be markedly better once they are
relieved of the concerns inherent in completing the sales transaction.

STF 1.5  If any ACC customers are currently receiving services via contracts, please
provide the termination or renewal date for each contract.
CONTRACT
Contract Name INITIATION CONTRACT EXPIRE
(service location) DATE DATE
Arizona Western College
(Yuma, AZ)
9500 South Avenue, 8E 11/30/2004 1/29/2008
Yuma, AZ 85365-8847
Crane Elementary School District #13
(Yuma AZ) 36 mo from PO from
4250 West 16th Street signed 2/17/05 customer
Yuma, AZ 85364
Gadsden District #32
(Cesar Chavez; San Luis, AZ) 9/13/04 6/19/2008
PO Box 6870 amendment to
San Luis, AZ 85349-6870 6/20/03 contract
Gadsden District #32
(Desert View; San Luis, AZ) 9/13/04 6/19/2008
PO Box 6870 amendment to
San Luis, AZ 85349-6870 6/20/03 contract
Gadsden District #32
(Ed Pastor School; San Luis, AZ) amended 6/19/2008
PO Box 6870 9/13/2004
San Luis, AZ 85349-6870
Gadsden District #32 amended
(Gadsden School Main Office) 9/13/2004 6/19/2008
PO Box 6870
San Luis, AZ 85349-6870
Gadsden District #32 amended
(Gadsden School; San Luis, AZ) 9/13/2004 6/19/2008
PO Box 6870
San Luis, AZ 85349-6870
Gadsden District #32 amended
(SW Junior High; San Luis) 9/13/2004 6/19/2008
PO Box 6870
San Luis, AZ 85349-6870
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STF 1.6 Do the terms of current ACC customer contracts, allow customers to transfer to
other providers as part of this transaction? If ‘“yes”, please explain the amount
of time, e.g., days, that customers could be given to transfer to other customers.

The current contracts do not contain provisions permitting customers to transfer carriers
as a result of the transaction. However, a notice letter will be sent to each customer giving each
customer a minimum of 60 days to transfer to another provider without penalty.

STF 1.7  If the applicants’ answers above state a period of 30 days or less for any
contract, please explain why customers could not be allowed as long as 90 days
to make their transfer decision as part of this transaction.

A sixty day period to choose an alternate provider is reasonable and consistent with past
orders of the Arizona Corporation Commission. The sixty day period is particularly reasonable
and appropriate in this case, where all ACC customers are business customers and all receive
only data services.

STF 1.8 Please provide ACC income statements and balance sheets for full years 2004
and 2005.

The 2004 and 2005 income statements and balance sheets for Adelphia Communications
Corporation are attached as Exhibit 1. Adelphia does not prepare, in the ordinary course of
business, separate financial statements for ACC.

STF 1.9 Where does TW operate cable systems in Arizona?

Time Warner Cable does not operate in Arizona. Time Warner Cable will only operate in
Arizona after acquiring the assets of Adelphia Communications Corporation. Through its
subsidiaries, Adelphia Communications Corporation operates a cable system in and around the
city of Yuma, Arizona.

STF 1.10 How many video cable subscribers does TW serve in each of its Arizona
systems?

None. See response to 1.9.
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STF 1.11 How many broadband subscribers does TW serve in each of its Arizona
systems?

None. See response to 1.9

STF 1.12 If TW currently provides VoIP services in Arizona, please provide the following
for each Arizona cable system:

1 - when TW VoIP service was initiated

2 - the number of TW VolP subscribers

3 - how TW obtains its number assignments for VolP service
4 - if TW provides E-911 for VoIP service

Time Warner Cable does not provide VoIP services in Arizona. See response to 1.9.

STF 1.13 What is TW’s position regarding the blocking of VoIP services by foreign
providers, e.g., Vonage VoIP services on TW cable facilities?

First, TWCIS will not provide broadband services and therefore will not be in a position
to engage in such blocking. TWCIS nevertheless notes here that Time Warner Cable, the parent
of TWNY and of TWCIS, has joined the National Cable & Telecommunications Association
(“NCTA”) in stating that it has not and will not block the ability of their high speed Internet
service customers to access any lawful content, application, or services available over the public
Internet. See Hearing on Internet Neutrality Before the Senate Commerce, Science and
Transportation Committee, 109th Congress (February 7, 2006) (remarks of Kyle McSlarrow,
President and CEO, National Cable and Telecommunications Association), available at 2006
WL 303473 (F.D.C.H.).

STF 1.14 Please clarify the purpose for the formation of TWNY.

TWNY was formed in 2004 as part of a corporate restructuring for the purpose of holding
certain Time Warner Cable system assets.

STF 1.15 Will TWNY have any employees and/or assets? If “yes”, please explain.

Yes. TWNY holds substantial assets and has many employees. After the pending
transaction involving Adelphia, TWNY will hold a substantial portion of the cable system assets
that TWC will receive from Adelphia and Comcast.
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STF 1.16 Will the TWCIS entity have any purpose beyond assuming the services of ACC?
If “yes”, please explain.

Yes. See response to STF 1.15. In Arizona, TWCIS will hold the CC&N authorizing
service, will provide services and will comply with all relevant Commission reporting
requirements.

STF 1.17 'Will the executive management of ACC change with this transaction? If “yes”,
please explain the telecommunications experience of the new management.

ACC has no employees in Arizona. TWNY and TWCIS do not anticipate making any
changes in the management personnel currently employed by Adelphia Communications
Corporation in Arizona.

STF 1.18 Please clarify the relationship between TW Cable and TW Telecom in Arizona?

While related through Time Warner Inc.’s investment in both companies, Time Warner
Cable and Time Warner Telecom are separate and distinct corporate entities with different
corporate boards and different executive management teams. In addition, Time Warner Telecom
is a separate, publicly traded company from Time Warner Inc. Time Warner Inc., which is Time
Warner Cable’s parent company, owns a non-controlling equity interest (44%) in Time Warner
Telecom and has a minority presence on the Time Warner Telecom Board of Directors.

STF 1.19 Please clarify the expected relationship between TWCIS and TW Telecom in
Arizona?

There is no expected direct relationship between TWCIS and Time Warner Telecom in
Arizona.

STF 1.20 Please provide the Switch CLLI and Office Address for each applicant switch in
Arizona.

ACC does not own or operate a switch in Arizona.

STF 1.21 Please provide all dedicated prefix (NXX) and thousand-block number
assignments within NPAs 480, 520, 602, 623 and 928, assigned to all applicants.

ACC does not provide switched or voice telephone service and consequently does no
have any NPA-NXX number assignments.
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STF 1.22 Please provide the number of customer lines corresponding to all applicants
within each dedicated prefix (NXX) and thousand-block number assignments for
NPAs 480, 520, 602, 623 and 928.

Please see response to STF 1.2

STF 1.23 Are all applicants in full compliance with ACC rules and decisions. If “no”,
please clarify.

To the best of the Applicants” knowledge, ACC is in full compliance.

STF 1.24 Do any applicants have any unresolved customer complaints of which Staff
should be aware?

No.







REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of
Adelphia Communications Corporation:

In our opinion, the consolidated financial statements listed in the accompanying index present fairly, in all material respects, the
financial position of Adeiphia Communications Corporation (“Adelphia”) and its subsidiaries and other consolidated entities (Debtors-
in-Possession from June 25, 2002), collectively, the “Company,” at December 31, 2005 and 2004, and the results of their operations
and their cash flows for each of the three years in the period ended December 31, 2005 in conformity with accounting principles
generally accepted in the United States of America. In addition, in our opinion, the financial statement schedules listed in the
accompanying index present fairly, in all material respects, the information set forth therein when read in conjunction with the related
consolidated financial statements. These consolidated financial statements and financial statement schedules are the responsibility of
the Company’s management. Our responsibility s to express an opinion on these consolidated financial statements and financial
statement schedules based on our audits. We conducted our audits of these statements in accordance with the standards of the Public
Company Accounting Oversight Board (United States). Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements, assessing the accounting principles used and
significant estimates made by management, and evaluating the overall financial statement presentation. We believe that our audits
provide a reasonable basis for our opinion.

The consolidated financial statements listed in the accompanying index have been prepared assuming that the Company will continue
as a going concern. As discussed in Note 2 to the consolidated financial statements, on June 25, 2002, Adelphia and substantially all of
its domestic subsidiaries filed a voluntary petition for reorganization under Chapter 11 of the United States Bankruptcy Code. In
addition, the Cempany is involved in material litigation, the ultimate outcome of which is not presently determinable. The
uncertainties inherent in the bankruptcy and litigation process, the Company’s net capital deficiency and the expiration of the
Company’s extended debtor-in-possession credit facility on August 7, 2006 raise substantial doubt about its ability to continue as a
going concern. The financial statements do not include any adjustments to reflect the possible future effects on the recoverability and
classification of assets or the amount and classification of liabilities that may result from the outcome of these uncertainties.

As discussed in Notes 1 and 5 to the consolidated financial statements listed in the accompanying index, effective January 1, 2004, the
Company adopted Financial Accounting Standards Board Interpretation No. 46-R, Consolidation of Variable Interest Entities. As
discussed in Note 3 to the consolidated financial statements listed in the accompanying index, the Company changed its method of
computing amortization on customer relationship intangible assets as of January 1, 2004.

/sf PricewaterhouseCoopers LLP

PricewaterhouseCoopers LLP

McLean, Virgtnia
March 28, 2006




ADELPHIA COMMUNICATIONS CORPORATION AND SUBSIDIARIES
(Debtors-In-Possession)
CONSOLIDATED BALANCE SHEETS
(amounts in thousands, except share data)

December 31,
2605 2004

b r7Cashand cash’equivalents =
_ Restricted cash (Note 3)

. “ZAcéounis séceivable; net (Note 3) 57
Rggelygb!; for secunities (Note 6)

369,839 78 338,909

#2710
544,532

Other Liabilities ,

" Deferred zévenue @Note 3). - Gt e D LT e e U T 6T 065 85:397.-

Deferred income taxes (Note H) A _ 833 535 729,481
“Total néncwrrent Habilities™ 50 T B D e R e : 49,890

“* L 1abilities subject to.compromise (Note 2) -
Tocal habllmes

2| 234 872 '

'20 948 546 ’

» Commnments and contmgencnes (Notes 2 and l6)

AMmomy smlerestm eqmty of substdrary o : A ) N : _ _ 71,»3071 ' 79,!42

Stockholders def cit (Note 12)

+":Series preferred stock - T L CLL e . R - 7 S | ¢
Class A Common Stock, $.01 par va!ue l,200 000 000 shares authonzed 229 787 27!
shares issued and 228,692,414 shares outstanding S 2297 2,297

““Convertible Class B Coininon Stock, $.01 par value, 300, 000 000 shares authonzed

725,055,365 shares issued and outstanding - ¢ - - in R Y R e > 1
Additional paid-in capital 12,071,165 12,071,165
“wAccumulated other comprehensiveloss, net™- et L T (4 988) s (11565)
Accumulated deficit - (20 187,028) (20,221,691)
Tieasury stock, at cost, 1,094,857 shares of Class A Common Stock o (27937) - (27937
» } (8,145 843) (8.187,083)
. Amounts due from the Rigas Family and Other Rigas Entities, net (Note 6) o L e (28,743)
Total stockholders” deficit (8,145,843) (8,215,826}
Total liabilitics and stockholders’ deficit o o - 7§ 12,874,010 ' $ 13,098,188

The accompanying notes are an integral part of the consolidated financial statements.
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ADELPHIA COMMUNICATIONS CORPORATION AND SUBSIDIARIES
{Debtors-In-Possession)
CONSOLIDATED STATEMENTS OF OPERATIONS
(amounts in thousands, except share and per share amounts)

Year ended December 38,
2005 2004 2003
Revenue i -8 4364570 -$ 4143388 $ 3569017
Costs and -expenses: : L s :
Direct operating and programming 2,689,405 2653417 2,386,347
Selling,-general and administrative: : BT .
Third party 350,520 329,427 268,288
".Rigas Family Entities (Note 6) S L '(21,242)
Investigation, re-audit and sale transaction costs (Note 2) 125,318 52,039
‘Pepreciation (Note 3) 961,840 . 846,097
Amortization (Note 3) 159,682 162,839
-Impairment of long-lived assets (Note 9) - LR3349. - - L7641
Pravision for uncollectible amounts due from the Rigas Family and Rigas ‘ A '
Family Entities (Note 6) — 5,497
- Gains.on dispositions of long-Tived assets O (N O

2308392 3717, 506
“T(165,008) - (148.489)

~ Total costs and expenses
" *Qperating income (loss)

Other expense; net: - R .
Interest expense, net of amounts capltahzed (comractual interest was
$1.341,082, $1,188,036 and 31,156,116 during 2005, 2004 and 2003,
respecnvely) (Notes 2and 3)

Other i

(381,622)

overnment séfilement) (Notes 6 and 16)
Total ether expense, net
‘Income: (loss) before reorganization expenses, income taxes, shaieo
_losses of equity affiliates; minority’s interest, dlsconlmued opeta(tons' ’
*and cumulative effects of accounting changes o
Reorgamzauon expenses due to bankrupicy (Note 2)
- Income (1oss) before income taxes, share of losses of eqmty ‘affiliates,
© minority’s interest, discontinued operations and cumulative effects of S

531,07
(98.812)

(629:886)

accounting changes : . (106
Income tax (expense) benefit (Note 14) . (! 00 349) 2,843 (117,378)
Share of losses of equity affiliates, net (Note 8) : U588 . . (2.926). (2,826)
Minoritys mterest in loss of subsidiary 7 835 16,383 25430
Income (loss) from continving operanons before cumulative effects.of PR I
accounting changes 2 T o(1,058,673) . (724,660)
Less from discontinued operations (Note 7) — (571 (107 952)
Income (loss) before cumulative effects of accounting changes L 346637 (1,059,244 (832,612)
Cumulative effects of accounting changes:
7 Due to new accounting pronouncement (Notes 1 and 5) : LEel | 7(588,782) —
Due to new method of amortization (Note 3) . — (262,847) —
- Net income (loss) : L e34863 O (1.910873) (832,612)

Dividend requirements applicable 1o preferred stock (contmctual dw;dends were
~ $120,125 duning 2005, 2004 and 2003 (No:e 12)):

. Beneficial conversion feature TH583) (8,007 (331D
Net income (loss) applicable to common stockholders $ 34080 $ (1,918880) $ (839929

The accompanying notes are an integral pant of the consolidated financial statements.

95




ADELPHIA COMMUNICATIONS CORPORATION AND SUBSIDIARIES
(Debtors-In-Possession)
CONSOLIDATED STATEMENTS OF OPERATIONS - Continued
(amounts in thousands, excep( share and per share amounts)

Year ended December 31,
2005 2004 2003
Ammints per weighted average share 6f conmnion stock {Nete 3):
Basrc income (loss) applicable to Class A commen stockholders:
“Front.continuing aperations before cumuifative effects of accounting changes s 013
Loss from discontinued operations —
_Curnulalive effects’of accounting changes ) BN o s

Net income (loss) épphcable to Class A common stockholders 3 013
“Diluted i mcome (oss): apphcable 0 Class A common stockholdcrs e -

ucd operations
of accoummg changes

228692414 .12
| 03300746 2

- Basic weighte I8¢ foni 25055365 125 5
Diluted weighted average shares of Class B Common Stock outstandmg 37,215,133 25,055, 365 25 055,365

The accompanying notes are an integral part of the consolidated financial statements.

96




ADELPHIA COMMUNICATIONS CORPORATION AND SUBSIDIARIES
(Debtors-In-Possession)
CONSOLIDATED STATEMENTS OF OPERATIONS - Continued
(a ts in thousands, except share and per share amounts)

Year ended December 31,
2005 2604 2063

Pro forma amounts assummg the new amomzauon method is applled
- fewpactively:

P

34663 § (1059244) S (342.229)

Income (loss) before cumulatwe eﬂ'ects o( accounting changes
‘Net incowme (loss) apphcable to common stockholders $ 33080 §- (1.656,033) - § - (849 546)
Pro forma amounts per wengh(ed average share of common stock:
- Basic income {loss) applicable to Class A common stockholders: R : sl R
Before cumulative effects of accounting changes $ 013 § (4.20) § 3.35)
./ Net incomne (loss) apphcable to Class A common stockholders ™ 3 SQ13 58 0 (6.53) -8 o {335)
Diluted income (loss) apphcable o Class A common stockho!ders
Before cumulalive effects of accounting changes o e TR TR e
Nel income (loss) apphcable to Class A common slockholders 3 0.10
Bas:c wcnght d A_Common Stock ontstandmg o 228,692,414
+“Diluted weighted average shares of Class A Common Stock outstanding ™~ v :303,300,746
“Basic income (1655 applicable 16 Class B éommon stockholders: = R T
Before cumulative effects of accounting changes 013 §$ (420) $ {3.35)
‘Netincome (loss) applicable to Class B common stockholders . @138 05 (6.53) 8 T4335)
Diluted income (loss) apphcable to Class B common s(ockholdcrs o ] S
“Before cumulative effects of accounting changes ~ - R 235 044.20) 8
Net income (loss) apphcable to C lass B common slockholdcrs $ $ (6 53) $ i3 35)
) vBasnc welghted average shares of Class B Common Stock outstzndmg 25 055 365 25 055 365 ) 25 055, 365
‘Diluted weighted average shares of Class B Common Stock outstanding - :#37215,133 © - “25.055.365 = 25,055365.

The accompanying notes are an integsal part of the consolidated financial statements.
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CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)
(amounts in thousands)

Year ended December 31,
2065 2004 2003

Netincome (loss) < . -0 id L e $. 34,663.8 (1,910;873) .8 (832,612)
Othet comprehensxve income (loss) before tax: ) ] ) ] ‘

Foreign currency trasislation adjustment - S e e e 328 T (L,82)

Unrealized gains (losses) on secunties: o
- Unrealized-holding gaing atising duﬂngthcpcnod L AT SRR < e 163

Less rcclassnf cation adjustments for gains mcluded m net mcome (loss) (l 346) (ZL)

60227 T (1.928)

vAins arising-duniig the period”
Less reclassnf catlon ad)ustments for gains mcluded in net mcome (loss)

The accompanying notes are an integral part of the consolidated financial statements.
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CONSOLIDATED STATEMENTS OF STOCKHOLDERS' DEFICIT

(amounts in thousands)

Amouets
due from
Accumuiated the Rigas
Sevies Additional other Family and
preferved Common paid-in prehensi: Aca fated Treasury Other Rigas
- stock stock capital income (loss) dehicit stock Entities, net Totat
Balance, Januacy §, 2003 : s 397§ 2548 'S 12071165 § L(18758) S (17478206) S QI9INS . (BIB2I) S (6284062)
Net loss — —_ — — (832.612) - - @832612)
- Othet comprehinsive incomenet (Note 17) — — . _~ 9074 — e = 9,074
Change in amounts duc from the Rigas
Famaly and Rigas Family Eatities, net
(o) — — — — - — 31,92 32926
Balance, December 31,7003 - - 397 2.548 1207H16S 7 0 (9680) . (18310818} - (800,349) - (7874674}
Net loss ) o - — - — (1.910873) = (1510873}
Otber comprechicasive loss, nes (Noie 17) - C— - = (1,885) - SR 888)
Consolidation of Rigas Co-B: ing
Entities (Note 5) » i — — — — — 771,606
‘397" 12,548 2,071,165 {11,565 Q0.221651) -(8,215.826)
— —_ - . - 34663 34663
| 'Other. compréhensive: mcome, net (Note 17) _. = L 65T pet 6577
Seulement of amounts due from the Rigas
Family end Other Rigas Entities
. Mo ) L = = = — — — 28,743
Bafance; December 31,2008 0 g 3978 . 2548 § 12071165 - L (sm) S “QoisTm s  @ieBns 3 {8145 843)

The accompanying notes are an integral part of the consolidated financial statements.
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CONSOLIDATED STATEMENTS OF CASH FLOWS
(amounts in thousands)

Operating Activities: -

Net income (loss)

Adjustmems to. reoonc:le net mcome (loss) to net cash provxded by operatmg
activities: - : : .

Year ended December 31,

2005 1004 2003

3 34663 $ (1910873) S (832612)

804,074 96:,'840 846,047" '

~ Depreciation
“. “Amortization. : 141264 159,682 - 1 1162839
Almpaument of long—lwed zsscts

23,063 83349 17641

113338
(5.767)
C(47238)
61523

24,600

_"(4'57',7”33) N

_ _ 3 787 3,75
~'fl_f»;:.Reorgamzahon expensesdue LS9 107 T 6!
Deferred income tax expense 7 108 OI 1

Accounts reccwablc
~Othier curren( ‘and-other: noncun'ent assets:
Accounts payable

851,629

(4429) 25959
38413 L0 4350677 (12,804)
(42,691) _(ns 449)

“Subscriber advance paymentsand deposits 3919 -
Accrued habilities 10,0607
. ‘Deferred revenue i R i 1 433,669) .
Net cash provided by operatmg activities before payment of reorgamzanon
expenses 726,999
““Reorganization expenses paid durmg the period . s {92988) .
Net cash provxded by operatmg actwm 634,011
lnvcs(mg AC(IV ities: ) )
- "Capital expenditures for.property and equipment: 5L o (734,538) . (820913) ¢
~ Acaquisition of remaining interests in Tele-Media JV Emmes (21,650} —
. «Capital expenditures for other intangibles . i - (1325) T (5,047).
Investment in and advances to affiliates (2,322) (5.667)
- Proceeds from sale of assets = 46,569 7 A14K61
Proceeds from sale of Century/ML able 268,770 —
o O B {278,841) . 79802
Cash advances to the Rigas Famlly and ngns Famlly Entmes — —
i Cash réceived from the Rigas’ ‘Familyand Rigas Eamily Entities s g R
th cash used in mvestmg actlvmes (735,337) (737,664) (525 895)
”Financing A_ctwm&: ] ; B
“Proceeds from debt - 918,000 - - 804,851 7L 77,000
Repayments of debt (716,304) (478,363) (28.678)
" Payment of deferred financing costs (49440) {14268) T (1253)
Net cash provided by financing activities 152,256 312,220 47,069
Increase in cash and cash equivalents 50,930 86,248 29,031
Cash and cash cquivalents at beginning of year 338,909 - 252661 .. - 223630

Cash and cash equivalents at end of year

b 389.839 § 338909 § 252,661

The accompanying notes are an integral part of the consolidated financial statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1: Background and Basis of Presentation

Adelphia Communications Corporation (“Adelphia™), its consolidated subsidiaries and other consolidated entities
(collectively, the “Company™) are engaged primarily in the cable television business. The cable systems owned by the Company are
located in 31 states and Brazil. In June 2002, Adelphia and substantially all of its domestic subsidiaries (the “Debtors™), filed
“voluntary petitions to reorganize (the “Chapter 11 Cases™) under Chapter 11 of Title 11 {(“Chapter 117) of the United States Code (the
“Bankruptcy Code™) int the United States Bankruptcy Court for the Southern District of New York (the “Bankruptcy Court™). On
October 6 and November 15, 2005, centain additional subsidtaries filed voluntary petitions to reorganize, at which time they became
part of the Debtors and the Chapter 11 Cases. Effective April 20, 2005, Adelphia entered into definitive agreements (the “Purchase
Agreements”) with Time Wamer NY Cable LLC (“TW NY") and Comcast Corporation (“Comcast™) which provide for the sale of
substantially all of the Company’s U.S. assets (the “Sale Transaction™). For additional information, see Note 2.

Effective January 1, 2004, the Company adopted Financial Accounting Standards Board (“FASB”) Interpretation (“FIN™)
No. 46, Consolidation of Variable Interest Entities (as subsequently revised in December 2003, “FIN 46-R™) and began consolidating
certain cable television entities formerly owned by members of John . Rigas’ family (collectively, the “Rigas Family™) that are
subject to co-borrowing amangements with the Company (the “Rigas Co-Borrowing Entities™). The Company has concluded that the
Rigas Co-Borrowing Entities represent variable interest entities for which the Company is the primary beneficiary. Accordingly, all
references to the Company prier to January 1, 2004 exclude the Rigas Co-Borowing Entities and all references to the Company
subsequent to January 1, 2004 include the Rigas Co-Borrowing Entities. As a result of the consolidation of the Rigas Co-Borrowing
Entities for periods commencing in 2004, the Company’s results of operations, financial position and cash flows are not comparable to
prior periods. The Rigas Co-Besmrowing Entitics have not filed for bankruptcy protection. For additional information, see Note 5.

Prior to January 1, 2004, these consolidated financial statements do not include the accounts of any of the entities in which
members of the Rigas Family directly or indirectly held controlling interests (collectively, the “Rigas Family Entities™). The Rigas
Family Entities include the Rigas Co-Borrawing Entities, as well as other Rigas Family entities (the “Other Rigas Entities™). The
Company believes that under the guidelines which existed for periods prior to January I, 2004, the Company did not have a
controlling financial interest, including majority voting interest, control by contract or otherwise in any of the Rigas Family Entities.
Accordingly, the Company did not meet the criteria for consolidation of any of the Rigas Family Entities.

These consolidated financial staterents have been prepared on a going concem basis, which assumes continuity of
operations, realization of assets and satisfaction of labilities in the ordinary course of business, and do not purpori to show, reflect or
provide for the consequences of the Debtors” Chapter 11 reorganization proceedings. In particular, these consolidated financial
statemeats do not purport to show: (i) as to assets, the amount that may be realized upon their sale or their availability to satisfy
habilines; (it) as to pre-petition liabilities, the amounts at which claims or contingencies may be settled, or the status and priority
thereof; (311) as to stockholders® equity accounts, the effect of any changes that may be made in the capitalization of the Company; or
(iv) as to operations, the effect of any changes that may be made in its business.

In May 2002, certain Rigas Family members resigned from their positions as directors and executive officers of the
Company. In addition, the Rigas Family owned Adelphia $0.01 par value Class A common stock (“Class A Common Stock™) and
Adelphia $0.01 par value Class B common stock (“Class B Common Stock™) with a majority of the voting power m Adelphia, and
was not able to exercise such voting power since the Debtors filed for protection under the Banknuptcy Code in June 2002. Pursuant to
the Consent Order of Forfeiture entered by the United States District Court for the Southern District of New York (the “District
Court™) on June 8§, 2005 (the “Forfeiture Order™), all right, title and interest of the Rigas Family and Rigas Family Entities in the Rigas
Co-Borrowing Entities (other than Coudersport Television Cable Co. (“Coudersport™) and Bucktail Broadcasting Corporation
(“Bucktail™)), certain specificd real estate and any securities of the Company were forfeited to the United States on or about June 8,
2005 and such assets and sccurities are expected to be conveyed to the Company (subject to completion of forfeiture proceedings
before a federal judge to determine if there are any superior claims) in furtherance of the agreement between the Company and the
United States Attorney’s Office for the Southern District of New Yok (the “U.S. Attorney™) dated April 25, 2005 {the “Non-
Prosecution Agreement”), as discussed in Note 16.
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Although the Company is operating as a debtor-in-possession in the Chapter Il Cases, the Company’s ability to control the
activities and operations of its subsidtiaries that are also Debtors may be limited pursuant to the Bankruptcy Code. However, because
the bankruptey proceedings for the Debtors are consolidated for administrative purposes in the same Baokruptcy Court and wifl be
overseen by the same judge, the financial statements of Adelphia and its subsidiaries have been presented on a combined basts, which

~-is consistent with consolidated financtal statements {see Note 2). All inter-entity transactions between Adelphia, its subsidiaries and,
beginning in 2004, the Rigas Co-Borrowing Entities have been eliminated in consolidation.

Note 2: Bankruptcy Proceedings and Sale of Assets of the Company
Qverview

On June 25, 2002 (“Petition Date™), the Debtors filed voluntary petitions to reorganize under Chapter 11 of the Bankruptcy
Code in the Bankruptcy Court. On June 10, 2002, Century Communications Corporation (“Century™), an indirect wholly-owned
subsidiary of Adelphia, filed a voluntary petition to reorganize under Chapter 11. On October 6 and November 15, 2005, certain
additional subsidiaries of Adelphia filed voluntary petitions to reorganize under Chapter 11. The Debtors, which include Century and
the subsequent filers, are currently operating their business as debtors-in-possession under Chapter 11. Included in the accompanying
consolidated financial statements are subsidiaries that have not filed voluntary petitions under the Bankruptcy Code, including the
Rigas Co-Borrowing Entities.

On July 11, 2002, a statutory comunittee of unsecured creditors (the “Creditors’ Committec™) was appointed, and on July 31,
2002, a statutory committee of equity holders (the “Equity Commitiee™ and, together with the Creditors’ Committee, the
“Committees™) was appointed. The Committees have the right to, among other things, review and object to certain business
transactions and may participate in the formulation of the Debtors” plan of reorganization. Under the Bankruptcy Code, the Debtors
were provided with specified periods during which only the Debtors could propose and file a plan of reorganization (the “Exclusive
Period™) and solicit acceptances thereto (the “Solicitation Period™). The Debtors received several extensions of the Exclusive Period
and the Solicitation Period from the Bankruptcy Court with the latest extension of the Exclusive Period and the Solicitation Period
being through February 17, 2004 and April 20, 2004, respectively. In early 2004, the Debtors filed a motion requesting an additional
extension of the Exclusive Period and the Solicitation Period. However, in 2004, the Equity Committee filed a motion to terminate the
Exclusive Period and the Solicitation Period and other objections were filed regarding the Debtors’ request. The Bankruptcy Court has
extended the Exclusive Period and the Solicitation Period until the hearing on the motions is held and a determination by the
Bankruptcy Court is made. No hearing has been scheduled. For additional information, sec Note 16.

Confirmation of Plan of Reorganization

The Debtors have filed severat proposed joint plans of reorganization and related disclosure statements with the Bankruptcy
Court. The Debtors most recently filed their Fourth Amended Joint Plan of Reorganization (the “Plan”) and related Fourth Amended
Disclosure Statement (the “Disclosure Statement”) with the Bankruptcy Court on November 21, 2005. The Plan contemplates, among
other things, consummation of the Sale Transaction and distribution of the cash and Time Warner Cable Inc. (“TWC”) Class A
common stock (the “TWC Class & Common Stock™) received pursuant to the Sale Transaction to the stakeholders of the Debtors in
accordance with the Plan. The Plan and Disclosure Statement also include disclosures and modifications to reflect rulings of the
Bankruptcy Court or settlements with certain parties objecting to approval of the Disclosure Statement.

For the Plan to be confinmed and become effective, the Debtors must, among other things:
= obtain an order of the Bankruptcy Court approving the Disclosure Statement as containing “adequate information”;

*  solicit acceptance of the Plan from the holders of claims and equity interests in each class that is impaired and not
deemed by the Bankruptcy Court to have rejected the Plan;

+  obtain an order from the Bankrupicy Court confinming the Plan; and
*  consummate the Plan.

By order dated November 23, 2005, the Bankruptcy Court approved the Disclosure Statement as containing “adequate
information.” By December 12, 2005, the Debtors completed the mailing of the solicitation packages. The voting deadline to accept
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or reject the Plan is April 6, 2006, and in the case of securities held through an intenmediary, the deadline for instructions to be
received by the intermediary is April 3, 2006 or such other date as specified by the applicable intermediary. The confirmation hearing
on the Plan is scheduled to commence on April 24, 2006. Before it can issue a confinmation order, the Bankruptcy Court must find that
cither each class of impaired claims or equity interests has accepted the Plan or the Plan meets the requirements of the Bankruptcy
Code to confirm the Plan over the objections of dissenting classes. In addition, the Bankruptcy Court must find that the Plan meets
certain other requirements specified in the Bankruptcy Code.

Sale of Assets

Effective April 20, 2005, Adelphia entered into the Sale Transacticn. Upon the closing of the Sale Fransaction, Adelphia will
receive an aggregate consideration of cash in the amount of approximately $12.7 billion plus shares of TWC Class A Common Stock,
which are expected to represent 16% of the outstanding equity securities of TWC as of the closing. Such percentage: (i) assumes the
redemption of Comcast’s intesest in TWC, the inclusion in the sale to TW NY of all of the cable systems owned by the Rigas Co-
Borrowing Entities contemplated to be purchased by TW NY pursuant to the Sale Transaction and that there is no Expanded
Transaction (as defined below); and (it} is subject to adjustment for issuances pursuant to employee stock programs (subject to a cap)
and issuances of securities for fair consideration. The TWC Class A Common Stock is expected to be listed on The New York Stock
Exchange. The purchase price payable by TW NY and Comcast is subject to certain adjustments. TWC, Comcast and certain of their
affiliates have also agreed to swap certain cable systems and unwind Comcast’s investments in TWC and Time Wamer Entertainment
Company, L.P., a subsidiary of TWC ("TWE™). The Sale Transaction does not include the Company’s interest in Century/ML Cable
Venture (“Century/ML Cable™), 2 joint venture that owns and operates cable systems in Puerte Rico, which Century and ML Media
Partners, L P. ("ML Media”) sold to San Juan Cable, LLC (“San Juan Cable™) effective October 31, 2005. For additional information,
see Notes 8 and 16.

As part of the Sale Transaction, Adelphia has agreed to transfer to TW NY and Comcast the assets related to the cable
systems that are nominally owned by certain of the Rigas Co-Borrowing Entities and are managed by the Company (those Rigas Co-
Bomowing Entities are herein referred to as the “Managed Cable Entities™). Putsuant to the Forfeiture Order, all right, title and interest
of the Rigas Family and Rigas Family Entities in the Rigas Co-Bosrowing Entities (other than Coudersport and Bucktail) have been
forfeited to the United States. In furtherance of the Non-Prosecution Agreement, the Company expects 1o obtain ownership (subject to
completion of forfeiture proceedings before a federal judge to determine if there are any superior claims) of all of the Rigas Co-
Bomrowing Entities other than two small entities (Coudersport and Bucktail). Upon obtaining ownership of such Rigas Co-Borrowing
Entities, the Company expects 1o file voluntary petitions to reorganize such entities in proceedings jointly administered with the
Debtors’ Chapter 11 Cases. Once these entities emerge from bankruptcy, Adelphia expects to be able to transfer to TW NY and
Comcast the assets of the Managed Cable Entities (other than Coudersport and Bucktail) as part of the Sale Transaction. If the
Company is unable to transfer all of the assets of the Managed Cable Entities to Comcast and TW NY at the closing of the Sale
Transaction, the initial purchase price payable by Comcast and by TW NY wouid be reduced by an aggregate amount of up to
$600,000,000 and $390,000,000, respectively, but would become payable to the extent such assets are transferred to Comcast of TW
NY within 15 months of the closing. Adelphia believes that the failure to transfer the assets of Coudersport and Bucktail to TW NY
and Comcast will tesult in an aggregate purchase price reduction of approximately $23,000,000, reflecting a reduction to the purchase
price payable by TW NY of approximately $15,000,000 and by Comcast of approximately $8,000,0600.

Pursuant to a separate agreement, dated as of April 20, 2005, TWC, among other things, has guaranteed the obligations of
TW NY under the asset purchase agreement between TW NY and Adelphia.

Until a plan of reorganization is confirmed by the Bankruptcy Court and becomes effective, the Sale Transaction cannot be
consummated. The closing of the Sale Transaction is also subject to the satisfaction or waiver of conditions customary o transactions
of this type, including, among others: (i) receipt of applicable regulatory approvals, including the consent of the Federal
Communications Commission (the “FCC™) to the transfer of certain licenses, and, subject to certain exceptions, any applicable
approvals of local franchising authorities ("LFAs™) to the change in ownership of the cable systems operated by the Company to the
extent not preempted by section 365 of the Bankruptcy Code; (ii) expiration or termination of the applicable waiting period under the
Hart-Scott-Redino Antitrust Improvements Act of 1976, as amended ("HSR Act”); (iif) the offer and sale of the shares of TWC Class
A Common Stock to be issued in the Sale Transaction having been exempted from registration pursuant to an order of the Banksuptcy
Court confirming the Plan or a no-action letter from the staff of the Securities and Exchange Commission (the “SEC™), or a
registration statement covering the offer and sale of such shares having been declared effective; (iv)the TWC Class A Common Stock
10 be issued in the Sale Transaction being freely tradable and not subject to resale restrictions, except in certain circumstances;

(v) approval of the shares of TWC Class A Common Stock to be issued in the Sale Transaction for listing on the New York Stock

103




ADELPK’ T_COMMUNICATIONS CORPORATION AN]?L" RSIDIARIES
; (Debtors-In-Possession) ;
NOTEDS . 0 CONSOLIDATED FINANCIAL STATEMEN 1> - Continued

Exchange; (vi) entry by the Bankruptcy Court of a final order confirming the Plan and, contemporaneeusly with the closing of the Sale
Transaction, consummation of the Plan; (vii) satisfactory settlement by Adelphia of the claims and causes of action brought by the
SEC and the investigations by the United States Depariment of Justice (the “DoJ™); (viii) the absence of any material adverse effect
with respect to TWC’s business and certain significant components of the Company’s business (without taking into consideration any
loss of subscribers by the Company’s business (or results thereof) atready reflected in the projections specified in the asset purchase
agreements or the purchase price adjustments); (ix) the number of efigible basic subscribers (as the term is used in the purchase
agreements) served by the Company’s cable systems as of a specified date prior to the closing of the Sale Transaction not being below
an agreed upon threshold; (x) the absence of an actual change in law, or proposed change in law that has a reasonable possibility of
being enacted, that would adversely affect the tax treatment accorded to the Sale Transaction with respect to TW NY; (xi) a filing of
an election under Section 754 of the Internal Revenue Code of 1986, as amended (the “Intemal Revenue Code™), by each of Century-
TCI California Communications, L.P., Pamassos Communications, L.P. and Western NY Cablevision L.P. (the “Century-
TCl/Pamassos Partnerships™), and (xii) the provision of cestain audited and unaudited financial information by Adelphia.

Subject to the Expanded Transaction (as defined below), the closing under each Purchase Agreement is also conditioned on a
contemporaneous closing under the other Purchase Agreement. On January 31, 2006, the Federal Trade Commission closed its
antitrust investigation under the HSR Act of the Sale Transaction. In addition, the Company believes that it has received the necessary
applicable approvals of LFAs to the change in ownership of the cable systems operated by the Company. The Company expects the
closing of the Sale Transaction to occur by July 31, 2006, the date under the Purchase Agreements after which either party may
terminate, subject to certain exceptions, the applicable Purchase Agreement if the closing has pot already occurred.

Adelphia received a letter, dated March 24, 2006, from each of TWC and Comcast alleging that Adelphia’s implementation
of a system, required by the Purchase Agreements to be implemented prior to the closing of the Sale Transaction, by which eligible
basic subscribers (as such term is used in the Purchase Agreements) can be tracked materially breaches the Purchase Agreements
insofar as it does not include within it certain marketing promotions utilized by Adelphia. Adelphia, in letters to TW NY and
Comcast, dated March 27, 2006, has denied that Adelphia’s actions constitute a material breach, but has determined, without prejudice
10 its position, to incorporate a method of tracking such marketing promotions as part of its subscriber tracking system. Adelphia does
not believe that such marketing promotions are requised by the terms of the relevant Purchase Agreements to be tracked by a
subscriber tracking system that, as required by the Purchase Agreements, would be reasonably expected to accurately track eligible
basic subscribers. Under the Purchase Agreements, any breach that would preclude Adelphia from providing a certificate at the
closing of the Sale Trarisaction that each of the covenants in the Purchase Agreements (including the covenant to implement the
tracking system) has been duly performed in all material respects would constitute a failure of a condition to closing of the Sale
Transaction in favor of each of TW NY and Comecast, and if not cured, could provide TW NY and Comncast a basis for terminating
their respective Purchase Agreements.

Pursuant to a letter agreement dated as of April 20, 2005, and the asset purchase agreement between Adelphia and TW NY,
TW NY has agreed to purchase the cable operations of Adelphia that Comcast would have acquired if Comcast’s purchase agreement
is terminated prior to closing as a result of the failure to obtain FCC or applicable antitrust approvals (the “Expanded Transaction™). In
such event, and assuming TW NY received such approvals, TW NY will pay the $3.5 billion purchase price to have been paid by
Comcast, less Comcast’s atfocable share of the liabilities of the Century-TCl/Parnassos Parinerships, which shall not be less than
$549,000,000 or more than $600,000 000. Consummation of the Sale Transaction, however, is not subject to the consummation of the
agreement by TWC, Comcast and certain of their affiliates to swap certain cable systems and unwind Comcast’s investments in TWC
and TWE, as described above. There is no assurance that TW NY would be able to obtain the required FCC or applicable antitrust
approvals for the Expanded Transaction.

The Purchase Agreements with TW NY and Comcast contain certain tenmination rights for Adelphia, TW NY and Comcast,
and further provide that, upon termination of the Purchase Agreements under specified circumstances, Adelphia may be required to
pay TW NY a termination fee of approximately $353,000,000 and Comcast a termination fee of $87,500,000.

Certain fees are due to the Company’s financial advisors upon successful completion of a sale, which are calculated as a
percentage (0.11% to 0.20%) of the sale value. Additional fees may be payable depending on the outcome of the sales process. Such
fees cannot be determined until the closing of the Sale Transaction.

Pre-petition Obligations

Pre-petition and post-petition obligations of the Debtors are treated differently under the Bankruptcy Code. Due to the
commencement of the Chapter 11 Cases and the Debters’ failure to comply with certain financial and other covenants, the Debtors are
in default on substantially all of their pre-petition debt obligations. As a result of the Chapter 11 filing, all actions to collect the
-payment of pre-petitien indebtedness are subject to compromise or other treatment under a plan of seorganization. Generally, actions
to enforce or otherwise effect payment of pre-petition liabilities are stayed against the Debtors. The Bankruptcy Court has approved
the Debtors™ motions to pay certain pre-petition obligations including, but not limited to, employee wages, salaries, commissions,
incentive compensation and other related benefits. The Debtors have been paying and intend to continue to pay undisputed post-
petition claims in the ordinary course of business. In addition, the Debtors may assume or reject pre-petition executory contracts and
unexpired leases with the approval of the Bankruptcy Court. Any damages resulting from the rejection of executory contracts and
unexpired leases are treated as general unsecured claims and will be classified as liabilities subject to compremise. For additional
information concerning liabilities subject to compromise, see below.

The ultimate amount of the Debtors’ liabilities will be determined during the Debtors” claims resolution process. The
Bankruptcy Court established a bar date of January 9, 2004 (the “Bar Date™) for filing proofs of claim against the Debtors” estates. A
bar date is the date by which proofs of claim must be filed if a claimant disagrees with how its claim appears on the Debtors”
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Schedules of Liabilities. However, under certain fimited circumstances, claimants may file proofs of claims after the bar date. As of
the Bar Date, approximately 17,000 proofs of claim asserting in excess of $3.20 trillion in claims were filed and, as of December 31,
2005, approximately 18,000 proofs of claim asserting approximately $3.78 trillion in claims were filed, in each case including
duplicative claims, but excluding any estimated amounts for unliguidated claims. The aggregate amount of claims filed with the
Bankruptcy Court far exceeds the Debiors” estimate of ultimate liability. The Debtors currently are in the process of reviewing,
analyzing and reconciling the scheduled and filed claims. The Debtors expect that the claims resolution process will take significant
time to complete following the consummation of the Plan. As the amounts of the allowed claims are determined, adjustments will be
recorded in Jiabilities subject to compromise and reorganization expenses due to bankruptcy.

The Debtors have filed numerous omnibus objections that address $3.68 trillion in claims, consisting primarily of duplicative
claims. Certain claims addressed in such objections were either: (i) reduced and allowed; (ii) disallowed and expunged; or (iii)
subordinated by orders of the Bankruptcy Court. Hearings on certain claims objections are ongoing. Certain other objections have
been adjourned to allow the parties to continue to reconcile such claims. Additional omnibus objections may be filed as the claims
resolution process continues.

Debtor-in-Possession (“DIP "'} Credit Facility

In order to provide liquidity following the commencement of the Chapter 11 Cases, the Debtors entered into a
$1,500,000,000 debtor-in-possession credit facility (as amended, the “DIP Facility”). On May 10, 2004, the Debtors entered into a
$1,000,000,000 extended debtor-in-possession credit facility (the “First Extended DIP Facility™), which amended and restated the DIP
Facility tn its entirety. On February 25, 2005, the Debtors entered into a $1,300,000,000 further extended debtor-in-possession credit
facility (the “Second Extended DIP Facility™), which amended and restated the First Extended DIP Facility in its entirety. On March
17, 2006, the Debtors entered into a $1, 300,000,000 further extended debtor-in-possession credit facility {the “Third Extended DIP
Facility™), which amended and restated the Second Extended DIP Facility in its entirety. For additional information, see Note 10.

Exit Financing Commitment

On February 25, 2004, Adelphia executed a commitment letter and certain related documents pursuant to which a syndicate
of financial institutions committed to provide to the Debtors up to $8,800,000,000 in exit financing (the “Exit Financing Facility”).
Following the Bankruptcy Court’s approval on June 30, 2004 of the exit financing commitment, the Company paid the exit lenders a
nonrefundable fee of $10,000,000 and reimbursed the exit lenders for certain expenses they had incurred through the date of such
approval, including certain legal expenses. In light of the agreements with TW NY and Comcast, on April 25, 2005, the Company
informed the exit lenders of its election to terminate the exit financing commitment, which termination became effective on May 9,
2005. As a result of the termination, the Company recorded a charge of $58,267,000 during 2005, which represents previously unpaid
commitment fees of $45 428,000, the nonrefundable fee of $10,000,000 and certain other expenses. Such charge is reflected in
interest expense in the accompanying consolidated statement of aperations for the year ended December 31, 2005. As of December
31, 2004, $39,267,000 of such fees and expenses were included in other noncurrent assets, net.

Going Concern

As a result of the Company’s filing of the bankruptcy petition and the other matters described in the following paragraphs,
there is substantial doubt about the Company’s ability to continue as a going concem. The accompanying consolidated financial
statements have been prepared on a going concem basis, which assumes continuity of operations and realization of assets and
satisfaction of liabilities in the ordinary course of business, and in accordance with Statement of Position 90-7, Financial Reporting by
Entities in Reorganization Under the Bankruptcy Code (“SOP 90-7"). The cousolidated financial statements do not include any
adjustments that might be required should the Company be unable to continue to operate as a going concern. In accordance with SOP
90-7, all pre-petition liabilities subject to compromise have been segregated in the consolidated balance sheets and classified as
liabilities subject to compromise, at the estimated amount of allowable claims. Interest expense related to pre-petition liabilities
subject to compromise has been reported only to the extent that it will be paid during the Chapter 11 proceedings. In-addition, no
preferred stock dividends have been accrued subsequent to the Petition Date. Liabilities not subject to compromise are separately
classified as current or noncumrent. Revenue, expenses, realized gains and losses, and provisions for losses resulting from
reorganization are reported separately as reorganization expenses due to bankruptcy. Cash used for reorganization items is disclosed in
the consohdated statements of cash flows.
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The ability of the Debtors to continue as a going concem is predicated upon numerous matters, including:
*  having a plan of reorganization confirmed by the Bankruptcy Court and it becoming effective;

*  obtaining substantial exit financing if the Sale Transaction is not consummated and the Company is to emerge from
bankruptcy under a stand-alone plan, including working capital financing, which the Company may not be able to obtain
on favorable terms, or at all. A failure 1o obtain necessary financing would result in the delay, modification or
abandonment of the Company’s development and expansion plans and would have a material adverse effect on the
Company;

¢ extending the Third Extended DIP Facility through the effective date of a plan of reorganization in the event the Sale
Transaction is not consummated before the maturity date of the Third Extended DIP Facility and remaining in
compliance with the financial covenants thereunder. A failure to obtain an extension to the Third Extended DIP Facility
would result in the delay, modification or abandonment of the Company’s development and expansxon plans and would
have a material adverse effect on the Company;

¢ being able to successfully implement the Company’s business plans, decrease basic subscriber losses, renew franchises
and offset the negative effects that the Chapter 11 filing has had on the Company’s business, including the impairment of
customer and vendor relationships; failure to do so will result in reduced operating results and potential impairment of
assets;

¢ resolving matenal litigation;

= achieving positive operating results, increasing net cash provided by operating activities and maintaining satisfactory
fevels of capital and liquidity considering its history of net losses and capital expenditure requirements and the expected
near-term continuation thereof;, and

*  motivating and retaining key executives and employees.
Presentation

For periods subsequent to the Petition Date, the Company has applied the provisions of SOP 90-7. SOP 90-7 requires that
pre-petition liabilities that are subject to compromise be segregated in the consolidated balance sheets as liabilities subject 1o
compromise and that revenue, expenses, realized gains and losses, and provisions for losses resulting directly from the reorganization
due to the bankruptcy be reported separately as reorganization expenses in the consolidated statements of operations. Liabilities
subject to compromise are reported at the amounts expected to be allowed, even if they may be settled for lesser amounts. Liabilities
subject to compromise consist of the following (amounts in thousands):

December 31,
2005 2004

Parent-and subsidiary debt IS YIIES560,585 S (11,560,684
Parent and substdlary debt under co—borrowmg cre 4,576,375 4,576,375
Accoums payab!e Ra ’ i 26; . . 1954 858
Accmed habilities B _ 1 202 610, 1,240,237_
Series B Preferred Stock - e e TR ; 2 148,794, 148,794
Liabilities subject to compromlse $ 18415158 $ 18,480,948

| The Rigas Co-Borrowing Entities are jointly and severally obligated with certain of the Debtors to the tenders with respect to
borrowings under certain co-borrowing facilities (“Co-Bomowing Facilities™). Borfowings under the Co-Bommowing Facilities have
been presented as labilities subject to compromise in the accompanying consolidated balance sheets as collection of such borrowings
from the Debtors is stayed. Collection of such borrowings from the Rigas Co-Borrowing Entities has not been siayed
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and actions may be taken to collect such borrowings from the Rigas Co-Berrowing Entities. However, the Rigas Co-Borrowing
Entities would not have sufficient assets to satisfy claims for all liabilities under the Co-Borrowing Facilities.

Following is a reconciliation of the changes in liabilities subject to compromise for the period from January ¥, 2003 through
December 31, 2005 {(amounts in thousands}:

Balance st January, 1, 2003 L v $ 18020124
Series B Preferred Stock 148,794
Contract rejections . . E 18,308
Settlements 3,000)

Balance at December 31, 2003 18,184 226
‘Increase in government settlement reserve -
TseeNoted6) T T T 13500
Contract rejections 3,156
Setflements .+ o0 : (135434)

Balance at December 31,2004, - . 18,480,948

_ Contract rejections 3

Balance at Deceriber31,2005 °- . § BAI5158

The amounts presented as liabilities subject to compromise may be subject to future adjustments depending on Bankruptcy
Court actions, completion of the reconciliation process with tespect to disputed claims, determinations of the secured status of certain
claims, the value of any collateral securing such claims or other events. Such adjustments may be material to the amounts reported as
liabilities subject to compromise.

Amortization of deferred financing fees related to pre-petition debt obligations was terminated effective on the Petition Date
and the unamortized amount at the Petition Date ($134,208,000) has been included as an offset to liabilities subject to compromise as
an adjustment of the net carrying value of the related pre-petition debt. Similarly, amortization of the deferred issuance costs for the
Company’s redeemable preferred stock was also terminated at the Petition Date. For periods subsequent to the Petition Date, interest
expense has been reported only to the extent that it will be paid during the Chapter 11 proceedings. In addition, no preferred stock
dividends have been accrued subsequent to the Petition Date.

Reorganization Expenses Due to Bankruptcy and Investigation, Re-audit and Sale Transaction Costs

Only those fees directly related to the Chapter 11 filings are included in reorganization expenses due to bankruptcy. These
expenses are offset by the mterest earned during reorganization. Certain reorganization expenses are contingent upon the approval of a
plan of reorganization by the Bankruptcy Court and include cure costs, financing fees and success fees. The Company is currently
aware of certain success fees that petentiafly could be paid upon the Company’s emergence from bankruptcy to third paety financial
advisors retatned by the Company and the Committees in connection with the Chapter 11 Cases. Currently, these success fees are
estimated to be between $6,500,000 and $19,950,000 in the aggregate. In addition, pursuant to their employment agreements, the
Chief Executive Officer (“CEO”) and the Chief Operating Officer (“COO”) of the Company are eligible to receive equity awards of
Adelphia stock with a minimum aggregate fair value of $17,000,000 upon the Debtors’ emergence from bankruptcy. Under the
employment agreements, the value of such equity awards will be determined based on the average trading price of the post-emeigence
common stock of Adelphia during the 15 trading days immediately preceding the 90% day following the date of emergence. Pursuant
to the employment agreements, these equity awards, which will be subject to vesting and trading restrictions, may be increased up to a
maximum aggregate value of $25,500,000 at the discretion of the board of directors of Adelphia (the “Board™). As no plan of
reorganization has been confirmed by the Bankruptcy Court, no accrual for such contingent payments or equity awards has been
recorded in the accompanying consolidated financial statements. See Note 16 for additional information. The foltowing table sets forth
certain components of reorganization expenses for the indicated periods (amounts in thousands):
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Year ended December 31,
2005 2004 2003
Professional fees Cel R R $ 101206 -3 78308 $ ' '81:.948
- Contract rejections 3,769 3,156 18,308
Interest eamed during reorganization " (11,025) (3,457) - {4390)
Settlements and other (34,843) (1,454) 2.946
~Reorganization.expenses due o banknuptcy .. $ 959107 § 16553 S 98812

In addition to the costs shown above, the Company has incurred certain professional fees and other costs that, although not
directly related to the Chapter 11 filing, relate to the investigation of the actions of certain members of the Rigas Family management,
related efforts to comply with applicable laws and regulations and the Sale Transaction. These expenses include the additional audit
fees incurred for the years ended December 31, 2001 and prior, as well as legal fees, forensic consultant fees, legal defense costs paid

on behalf of the Rigas Family and employee retention costs. These expenses have been included tn investigation, re-audit and sale

transaction costs in the accompanying consolidated statements of operations.

Condensed Financial Statements of Debtors

The Debtors’ condensed consolidated balance sheets as of the indicated dates are as follows (amounts in thousands):

lntangxble assets, net
+ Otherinoncurrent assets

Toml noncurrent ﬁabﬂ nes
~“Liabilities subject t to ‘compromise
Total liabilities N

Stockholders’ defici o

“38eriés prefenedstock

Common stock ]

‘Additional paidsin‘capital - 5 Tl e0 B

Accumulated other comprehenswe income, net

. ‘Accumulated deficit’ : :
Treasuty stock at cost

Amoums due from the ngas Famlly and Rxgas Famlly
~ Entities, net
"’ Total stockholders’ deficif. = L
Total liabilities and stockholdels deficit
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December 31,

$ 13 071 74!

' 3 12,529,095

s 155512

: ;%1868 902 % .1 1667,605

920,858 843274

“EAA8ATSASE T 187480,948
20 922, 591 20,747,339

71 307 9, 142

397 . -:397

2 ,548 2,548
19,567,154 9,566,968

78 826
AT 46439T) | (17.059.560)
(21,937 (27,937)
(7.922,157) -~ (7,516,758)
— (780,628)
(2.922,157) - (8,297.386)

s 13071,741 § 12,529,095
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The Debtors™ condensed consolidated statements of operations for the indicated periods are as follows (amounts in

thousands):
¥ car ended December 31,
_ i} ] 2005 2004 2083
“Revenue . o T Tl 84041676 8 3.934,732 83,557,730
Costs and expenses: e . ' '
Direct operating and programming S ) 2 565,261 2,532,193 2,375205
Selling, general and administrative B it vy X17) ] 310,060~ ©246,786
Investigation, re-audit and salc transacuon costs » L ... 63506 . 108 065 52039
" Depreciation v . G Crere s UURLITIUNT764355 0 920343 7 843,388
Amortization 135,136 151,966 162,839
Impaimment of fong-lived assets 7 L i T i f_l.2,’426_._ SEREFTASLL i 68
Provision for uncollectible amounts duc from the ngas Famlly and R gas
Family Entities o 13,338 — 5497
Gains on dispositions of long-lived assefs el i CE5I8) - (4,68Y) i
Total costs and expenses

Ope%g(ing iﬁéﬁme (léss) 265, 168

Other income: (expense) “net
Reorgamzatlon expenses due to bankruptcy

(soz 087)

Cumulative effects of accounting chan : o , ' R
Net loss s 4404 837) $ (1.301 220) 'S (802.087)

Following is condensed consolidated cash flow data for the Debtors for the indicated periods (amounts in thousands):

Year ended December 31,

2005_ 2004 2003
Net cash provided by (used in):. - 7550 L R e g T T v
Operating activities . 603 235 $ 4§2,0!2 3 499 790
Investing activities : ST T et 08U H(706,378)° S 1(687,713) 8. (518,045)
Financing activities $ 152256 § 312220 § 47,069

Note 3: Summary of Significant Accounting Pelicies
Bankruptcy

As a result of the Debtors™ Chapter I filings, these consolidated financial statements have been prepared in accordance with
SOP 90-7. For additional information, see Note 2.

Cash Equivalents

Cash equivalents consist primarily of money market funds and United States Government obligations with maturities of three
months or less when purchased. The carrying amounts of cash equivalents approximate their fair values.
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Restricted Cash

Details of restricted cash are presented below (amounts in thousands):

December 31,
] 2005 2004
Current restricted cash: . : o T I VLA
DIP facilitics (a) $ 25783 § 2,682
Dispute related to acquisition (b) - - S ci .. 3618
Curent restricted cash Y 6,300

Noncurrent restricted cash:

Century/ML Cable sale proceeds {c) S
Other v 3,035
“Noncutreritrestricted cash S TET56393.°5 0 3035

(a) Amounts that are collateralized on letters of credit outstanding or restricted as to use under the DIP facilities.

(b) Cash receipts from customers that were placed in trust as a result of a dispute arising from the acquisition of a cable
system.

(c) Proceeds from the sale of Century/ML Cable that are being held in escrow pending the resolution of the litigation
between Adelphia, Century, Highland Holdings, a Rigas Family entity (“Highland™), Century/ML Cable and ML
Media. See Note 16 for a description of this litigation.

Accounts Receivable

Trade aceounts receivable are recorded at the invoiced amount and do not bear interest. Accounts receivable are reflected net
of an allowance for doubtful accouats. Such allowance was $15,912,000 and $37,954,000 at December 31, 2005 and 2004,
respectively. The allowance for doubtful accounts is established through a charge to direct operating and programming, costs and
expenses. The Company assesses the adequacy of this reserve periodically, evaluating general factors such as the length of time
individual receivables are past due, historical collection experience, and the economic and competitive environment.

Investments

All publicly traded marketable securities held by the Company are classified as available-for-sale securities and are recorded
at fair value. Unrealized gains and losses resulting from changes in fatr value between measurement dates for available-for-sale
securities are recorded net of taxes as a component of other comprehensive income (loss). Unrealized losses that are deemed to be
other-than-temporary are recognized currently. Investments in privately held entities in which the Company does not have the ability
to exercise significant influence over their operating and financial policies are accounted for at cost, subject to other-than-temporary
smpairment. The Company’s available-for-sale securities and cost investments are included in other noncurrent assets, net in the
accompanying consolidated balance sheets.

Investments in entities in which the Company has the ability to exercise significant influence over the operating and financial
policies of the investee are accounted for under the equity method. Equity method investments are recorded at original cost, subject to
other-than-temporary impairment, and adjusted quarterly to recognize the Company’s proportionate share of the investees” nel income
or loss after the date of investment, additional contributions or advances made, and dividends received. The equity method of
accounting is suspended when the Company no longer has significant influence, for example, during the period that investees are
undergoing corporate reorganization or bankruptcy proceedings. The Company’s share of losses is generally limited to the extent of
the Company’s nvestment unless the Company is committed to provide further financial support to the investee. The excess of the
Company’s investment over its share of the net assets of each of the Company’s investees has been attributed 1o the franchise rights
and customer relationship intangibles of the investee. Pursuant to Statement of Financial Accounting Standards (“SFAS™) No. 142,
Goodwill and Other Intangible Assets (“SFAS No. 1427), the Company does not amortize the excess basis to the extent it has been
attributed to goodwill and franchise rights. As discussed below under “Intangible Assets, ” the Company has determined that franchise
rights have an indefinite life, and therefore are not subject to amortization.
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] Chang§§ in the Company s propostionate share of the underlying equity of an equity method inffestee, which result from the
issuance of additional equity securities of the equity investee, are reflected as increases or decreases to the Company’s additional paid-
in capital.

On a quarterly basis, the Company reviews its investments to determine whether a-decline in fair value below the cost basis is
other-than-temporary. The Company considers a2 number of factors in its determination including: (i) the financial condition, operating
performance and near tenm prospects of the investee; (ii) the reason for the decline in fair value, be it general market, industry specific
or investee specific conditions; (jii) the length of time that the fair value of the investment is below the Company’s carrying value; and
{iv) changes in value subsequent to the balance sheet date. If the decline in estimated fair value is deemed te be other-than-temporary,
a new cost basis is established at the then estimated fair value. In situations where the fair value of an investment is not evident due to
a tack of public market price or other factors, the Company uses its best estimates and assumptions to arrive at the estimated fair value
of such an investment. The Company’s assessment of the foregoing factors involves a high degree of judgment, and the use of
significant estimates and assumptions.

Derivative and Other Financial Instruments

SFAS No. 133, Accounting for Derivative Instruments and Hedging Activities, as amended (“SFAS No. 133"), requires that
all derivative instruments be recognized in the balance sheet at fair value. In addition, SFAS No. 133 provides that for derivative
instruments that qualify for hedge accounting, changes in fair value will either be offset against the change in fair value of the hedged
assets, liabilities or firm commitments through eamings or recognized in stockholders’ equity as a component of accumulated other
comprehensive income (loss) until the hedged item is recognized in earnings, depending on whether the derivative hedges changes in
fair value or cash flows. The ineffective portion of a derivative’s change in fair value will be immediately recognized in earnings.

The Company has entered into interest rate exchange agreements, interest rate cap agreements and interest rate coflar
agreements with the objective of managing its exposure to fluctuations in interest rates. However, the Company has not designated
these agreements as hedging instruments pursuant to the provisions of SFAS No. 133. Accordingly, changes in the fair value of these
agreements were recognized currently and included in other income (expense), net through the Petition Date. Changes in the fair value
of these agreements subsequent to the Petition Date have not been recognized, as the amount to be received or paid in connection with
these agreements will be determined by the Bankruptcy Court. For additional information, see Note 10.

Business Combinations

The Company accounts for business combinations using the purchase method of accounting. The results of operations of an
acquired business are included in the Company’s consolidated results from the date of the acquisition. The cost to acquire companies,
including transaction costs, is allocated to the underlying net assets of the acquired company based on their respective fair values. Any
excess of the purchase price over the estimated fair values of the identifiable net assets acquired is recorded as goodwill. The value
assigned to the Class A Common Stock, issued by Adelphia as consideration for acquisitions is generally based on the average market
price for a period of a few days before and after the date that the respective terms are agreed to and announced. The application of
purchase accounting requires a high degree of judgment and involves the use of significant estimates and assumptions.

Property and Equipment

The details of property and equipment and the related accumulated depreciation are set forth befow for the indicated periods
(amounts in thousands):

December 31,
2005 2004

7906918 -8 7,357,896
583,594 556,203

Cable distributionsystéms
Support equipment and buildings

Land CIS2A18 - 54091
8542930 7,968,190
Accumulated depreciation . - -, (4,208,279 °. (3,498,247)

Property and equipment, net 'S 4334651 § 4469943




ADELPHIA COMMUNICATIONS CORPORATION AND SUBSIDIARIES
{Debtors-In-Pessession)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - Continued

Property and equipment is stated at cost, less accumulated depreciation. In accordance with SFAS No. 51, Financial
Reporting by Cable Television Companies (“SFAS No. 517), the Cempany capitalizes costs associated with the construction of new
cable transmission and distribution facilities and the instalfation of new cable services. Capitalized construction costs include
__materials, labor, applicable indirect costs and interest. Capitalized installation costs include labor, material and everhead costs related

“to: (i) the initial connection (or “drop”™) from the Company’s cable plant to a customer location; (i) the replacement of a drop; and (iii)
the installation of equipment for additional services, such as digital cable or high-speed Internet (“HSI”). The costs of other customer-
facing activities, such as reconnecting customer locations where a drop already exists, disconnecting customer locations and repairing
or maintaining drops, are expensed as incurred. The Company s methodology for capitalization of internaf construction labor and
internal and contracted third party installation costs (including materials) utilizes standard costing models based on actual costs.
l};;taterials and extemal labor costs associated with construction activities are capitalized based on amounts invoiced to the Company by

trd parties.

The Company captures data from its billing, customer care and engineering records to determine the number of occurrences
for each capitalizable activity, applies the appropriate standard and capitalizes the result on a monthly basis. Periodically, the
Company reviews and adjusts, if necessary, the amount of costs capitalized utilizing the methodology described above, based on
comparisons 1o actual costs incurred. Significant judgment is involved in the development of costing models and in the determination
of the nature and amount of indirect costs to be capitalized.

Improvements that extend asset lives are capitalized and other repairs and maintenance expenditures are expensed as
incurred.

Subject to the change noted below for set-top boxes, depreciation is computed on the straight-line method using the following
useful hives:

Classification Useful Lives

Cable distribution; systems

Support eqaipmient and buildings’
_ Buildings and lmprovemems
T OHice A
Aircraft
--Computer'équipment
Office eqmpmem
““Vehicles

The Company periodically evaluates the useful lives of its property and equipment. Effective January 1, 2004, the Company
changed the useful life used to calculate the depreciation of standard definition digital set-top boxes from five years to four years due
to the introduction of advanced digital set-top boxes which provide high definition television (*“HDTV™) and digital video recording
capabilities, and the expected migration of new and existing customers to these advanced digital set-top boxes. In addition, consumer
electronics manufacturers continue to include advanced technology necessary to receive digital and HDTV signals within television
sets, which the Company expects to further contribute to the reduction in the useful life of its set-top boxes. The impact of this change
in useful life on the Company’s eperating results for the year ended December 31, 2004 was an $111,849,000 increase to the
Company’s net loss and a $0.44 increase to the Company’s net loss per common share.

The useful lives used to depreciate cable plant that is undergoing rebuilds are adjusted such that property and equipment to be
retired will be fully depreciated by the time the rebuild is completed. In addition, the useful lives assigned to property and equipment
of acquired companies are based on the expected remaining useful lives of such acquired property and equipment. Upon the sale of
cable systems, the related cost and accumulated depreciation is removed from the respective accounts and any resulting gain or loss is
reflected in eamnings.
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Intangible Assets

Franchise rights represent the value attributed to agreements with local authorities that allow access to homes in cable service
areas acquired in connection with a business combination. Pursuant to SFAS No. 142, the Company does not amortize acquired
_franchise nghts as the Company has determined that such rights have an indefinite life. Costs to extend and maintain the Company’s
franchise rights are expensed as incurred.

Goodwill represents the excess of the acquisition cost of an acquired entity over the fair value of the identifiable net assets
acquired. Pursuant to SFAS No. 142, the Company does not amortize goodwill.

Following 1s a reconciliation of the changes in the carrying amount of goodwill for the indicated periods (amounts in
thousands):

Corporate

S o o Cable and Other Total
Balance at January 1, 2004 _ sl R LY R 508,029 8 003,846 8 1,511,875

Consolidation of Rigas Co-Bomrowing Entities (Note 5) 116,844 — 116,844
Others: 2o L e T e R (00) L {R00)
Balance at December 31, 2004 3,646 1,628,519
‘3 Acquisition of remaining interests in Tele-Media 7V Entities - EQI6Y- . T AT L e:76]

Sale of security monitoring businesses ) -  (3.646)  (3,646)
LOther 5ot Len e B LR LAY L Sy T (249)
Balance at December 31, 2005 $ 1634385 $ — $ 1,634,385

Customer relationships represent the value attributed to customer relationships acquired in business combinations and are
amortized over a 10-year period. Beginning in 2004, the Company began amortizing its customer relationships using the double
declining balance method. The application of the new amortization method to customer relationships acquired prior to 2004 resulted in
an additional charge of $262,847 000 which has been refiected as a camulative effect of a change in accounting principle in the
accompanying consolidated statements of operations. The proforma amounts shown in the consolidated statements of operations have
been adjusted for the effect of retroactive application on amortization, changes in impairment of long-lived assets and minority’s
interest in loss of subsidiary which would have been made had the new method been in effect. Amertization of customer relationships
and other aggregated $117,305,000, $145,357,000 and $157,019,000 during 2005, 2004 and 2003, respectively. Based solely on the
Company’s current amortizable intangible assets, the Company expects that amortization expense of amortizable intangible assets will
be approximately $107,000,000, $104,000,000, $101,000,000, $83,000,000 and $34,000,000 during 2006, 2007, 2008, 2009 and 2010
respectively. The details of customer relationships and other are set forth below for the indicated periods (amounts in thousands):

>

December 31,
2005 1004
Grosscanrying value . -~ % . 1,641146 8. 1,674,138
Accumulated amortization (1,186,540) (1,094,222)
“Customer relationships and N e TN
" other, net : S 4546067 S . 579916

Impairment of Long-Lived Assets

Pursuant to SFAS No. 144, Accounting for the Impairment or Disposal of Long-Lived Assets (“SFAS No. 144™), the
Company evaluates property and equipment and amortizable intangible assets for impairment whenever current events and
circumstances indicate the carrying amounts may not be recoverable. If the canrying amount is greater than the expected future
undiscounted cash flows to be generated, the Company recognizes an impairment foss equal to the excess, if any, of the canrying value
over the fair value of the asset. The Company generally measures fair value based upon the present value of estimated future net cash
flows of an asset group over its remaining useful life. The Company utilizes an independent third party valuation firm to assist in the
determination of fair value for the cable assets. With respect to long-lived assets associated with cable systems, the Company groups
systems at a level which represents the lowest level of cash flows that are largely independent of other assets and
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liabilities. The Company’s asset groups under this methodology consist of seven major metropolitan markets and numerous other asset
groups in the Company’s geographically dispersed operations.

Pursuant to SFAS No. 142, the Company evaluates its goodwill and franchise nghts for impairment, at least annually on July
—1,and whenever other facts and circumstances indicate that the €arrying amounts of goodwill and franchise rights may not be
recoverable. The Company evaluates the recoverability of the camrying amount of goodwill at its operating regions. These operating
regions make up the Company’s cable operating segment determined pursuant to SFAS No. 131, Disclosures about Segments of an
Enterprise and Related Information, as further discussed in Note 15. For purposes of this evaluation, the Company compares the fair
value of the assets of each of the Company’s operating regions te their respective carrying amounts. The Company estimates the fair
value of its goodwill and franchise rights primarily based on discounted cash flows, current market transactions and industry treads. If
the carrying value of an operating region were to exceed its fair value, the Company would then compate the implied fair value of the
operating region’s goodwill to its carrying amount, and any excess of the carrying amount over the fair value would be charged to
operations as an impairment loss. The fair value of goodwill represents the excess of the operating region’s fair value over the fair
value of its identifiable net assets. The Company evaluates the recoverability of the carrying amount of its franchise rights based on
the same asset groupings used fo evaluate its long-lived assets under SFAS No. 144 because the franchise rights are inseparable from
the other assets in the asset group. These groupings are consistent with the guidance in Emerging Issues Task Force (“EITF”) Issue
No. 02-7, Unit of Measure for Testing Impairment of Indefinite-Lived Intangible Assets. Any excess of the cammying value over the fair
value for franchise rights is charged to operations as an impairment loss.

The evaluation of long-lived assets for impairment requires a high degree of judgment and involves the use of significant
estimates and assumptions. For additional information, see Note 9.

Internal-Use Software

The Company capitalizes certain direct development costs associated with intemnal-use software, including external direct
costs of matenial and services, and payroll and related benefit costs for employees devoting time to the software projects. Such costs
are amortized over an estimated useful life of three years, beginning when the assets are substantially ready for use. Amounts
capitalized for intemal-use software were $24,054,000, $22,502,000 and $14,882,000 during 2005, 2004 and 2003, respectively.
Amortization of internal-use software costs was $23,959,000, $14,325,000 and $5,820,000 for 2005, 2004 and 2003, respectively. The
net book value of intemal-use software at December 31, 2005 and 2004 was $42,460,000 and $42,059,000, respectively. Internal-use
software costs are included in other noncurrent assets, net in the accompanying consolidated balance sheets.

Deferred Financing Fees

In general, costs associated with the issuance and refinancing of debt are deferred and amortized to interest expense using the
effective interest method over the term of the related debt agreement. However, in the case of deferred financing costs related to pre-
petition debt obligations, amortization was terminated effective on the Petition Date and the unamortized amount at the Petition Date
($134,208,000) is included as an offset to liabilities subject to compromise at the Petition Date and at December 31, 2005 and 2004 as
an adjustment of the net carrying value of the related pre-petition debt. At December 31, 2005 and 2004, deferred financing fees of
$7,656,000 and $46,589,000, respectively, are included in other noncurrent assets, net in the accompanying consolidated balance
sheets.

Minority's Interest

Recognition of minority’s interest share of losses of consolidated subsidiaries was limited to the amount of such minonity’s
allocable share of the common equity of those consolidated subsidiaries.

Foreigr Currency Translation

Assets and liabilities of the Company’s cable operations in Brazil, where the functional curvency is the local currency, are
translated into U.S. dollars at the exchange rate as of the balance sheet date, and the related translation adjustments are recorded as a
component of other comprehensive income (loss). Revenue and expenses are translated using average exchange rates prevailing
during the period.
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Transactions with the Rigas Family and Rigas Family Entities

As discussed in Note 5, effective January |, 2004, the Company began consolidating the Rigas Co-Bomrowing Eatities. In
addation to the Rigas Co-Borrowing Entities, the Company had significant involvement, directly or indirectly, with the Rigas Family
and Other Rigas Entities prior to the Petition Date. The following is a discussion of the Company’s significant accounting policies
related to transactions with the Rigas Family and Rigas Family Entities. On April 25, 2005, Adelphia and the Rigas Family entered
into an agreement to settle Adelphia’s lawsuit against the Rigas Family. For additional information, see Note 16.

The Company continues to fund the cash needs for the payment of interest on co-borrowing debt for the Rigas Co-Borrowing
Entities. Generally, amounts funded to or on behalf of the Rigas Family and Rigas Family Entities were recorded by the Company as
advances to those entities. Effective January 1, 2004, advances to the Rigas Co-Borrowing Entities are ehiminated in consolidation.
Advances to the Rigas Family and Other Rigas Entities are included as amounts due from the Rigas Family and Other Rigas Entities,
net in the accompanying consolidated balance sheet as of December 31, 2004. No amounts have been funded on behalf of the Rigas
Family and Other Rigas Entities since 2002.

Amounts due from the Rigas Family and Other Rigas Entities, net was presented as an addition to stockholders’ deficit in the
accompanying December 31, 2004 consolidated balance sheet because: (t) approximately half of the advances were used by those
entities to acquire Adelphia securities; (ii) these advances occurred frequently; (iii) there were no definitive debt instruments that
specified repayment terms or interest rates; and (iv) there was no demonstrated repayment history.

Prior to the Forfeiture Order, where a contractual agreement or similar arrangement existed for management services to the
Managed Cable Entities, the fees charged were based on the contractually specified terms. Such management agreements generally
provided for a management fee based on a percentage of revenue plus reimbursements for expenses incurred by the Company on
behalf of the Managed Cable Entities. In the absence of such agreements and following the Forfeiture Order, the fees charged by the
Company to the Managed Cable Entities are based on the actual costs incurred by the Company. Such charges are generally based on
the Managed Cable Entities” share of revenue or subscribers, as appropriate. Management believes that the amounts charged to the
Managed Cable Entities and reflected in the accompanying consolidated statements of operations with respect to management fees are
reasonable. Amounts charged subseguent to January 1, 2004 have been climinated in consolidation. Al other transactions prior to
January 1, 2004 between the Company and the Rigas Family Entities have been reflected in the Company’s consolidated financial
statements based on the actual cost of the related goods or services.

The Company followed the principles outlined in SFAS Ne. 114, Accounting by Creditors for Impairment of a Loan, and
SFAS No. 118, Accounting by Creditors for Impairments of a Loan - Income Recognition and Disclosures, to determine impairment
of advances te the Rigas Family and Other Rigas Entities prior to the Forfeiture Order and to establish its policies related to both the
determination of impairment of advances to the Rigas Co-Borrowing Entities and the recognition of interest due from them for periods
prior to January 1, 2004. The Company evaluated impairment of amounts due from the Rigas Family and Rigas Family Entities
quarterly and whenever other facts and circumstances indicated the carrying value may have been impaired, on an entity-by-entity
basis, which considers the legal structure of each entity to which advances were made. The Company was unable to evaluate
impairment based on the present value of expected future cash flows from repayment because the advances generally did not have
supporting loan documents, interest rates, repayment terms or history of repayment. The Company considered such advances as
collateral-backed loans and measured the expected repayments based on the estimated fair value of the underlying assets of each
respective entity at the balance sheet dates. The evaluation was based on an orderly liquidation of the underlying assets and did not
apply current changes in circumstances to prior periods. For example, the most significant impairment recognition occurred when the
Debtors filed for bankruptcy protection in June 2002 due to the dramatic effect that the filing had on the value of the undeslying assets
available for repayment of the advances. No increases in underlying asset values were recognized following bankruptcy.

Revenue Recognition

Revenue from videc and HSI service is recognized as services are provided. Credit risk is managed by disconnecting services
to customers whose accounts are delinquent for a specified number of days. Consistent with SFAS No. 51, installation revenue
obtained from the connection of subscribers te the cable system is recognized in the period installation services are provided to the
extent of related direct selling costs. Any remaining amount is deferred and recognized over the estimated average pesiod that
customers are expected to remain connected to the cable system. Installation revenue was less than related direct selling costs for alf
periods presented. The Company classifies fees collected from cable subscribers for reimbursement of fees paid to local franchise
authorities as a component of service revenue because the Company is the primary obligor to the local franchise authority. Revenue
from advertising sales associated with the Company’s media services business is recognized as the advertising is aired. Certain fees
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and commissions related to advertising sales are recognized as costs and expenses in the accompanying consofidated financial
statements_

~ Programming Launch Fees and Incentives

From time to time, the Company enters into binding agreements with programming netwerks whereby the Company is to
receive cash, warrants to purchase common stock or other consideration in exchange for launch, channel placement or other
considerations with respect to the carriage of programming services on the Company’s cable systems. Amounts received or to be
received under such arrangements are recorded as deferred revenue and amortized, generally on a straight-line basis, over the contract
termn, provided that it is probable that the Company will satisfy the carriage obligations and that the amounts to be received are
reasonably estimable. Where it is not probable that the Company will satisfy the carriage obligations, or where the amounts to be
received are not estimable, recognition is deferred until the specific carriage obligations are met and the consideration to be received is
reasonably estimable. The amounts recognized under these arrangements generally are reflected as reductions of costs and expenses.
However, amounts recognized with respect to payments received from shopping and other programming networks for which the
Company does not pay license fees and consideration received in connection with interactive services are reflected as revenue. At the
time that the Company’s launch, carriage or other obligations are terminated, any remaining deferred revenue associated with such
terminated obligations is recognized and included in other income (expense), net in the accompanying censolidated statements of
operations.

Advertising Costs

Advertising costs are expensed as incurred. The Company’s advertising expease was §114,673,000, $96,842,000 and
388,379,000 during 2005, 2004 and 2003, respectively.

Stock-Based Compensation

The Company applies the intrinsic value-based method of accounting prescribed by Accounting Principles Board (“APB™)
Opinion Ne. 25, Accounting for Stock Issued to Employees (“APB Opinion No. 257), and related interpretations to account for the
Cormnpany’s fixed plan stock options. Under this method, compensation expense for stock options or awards that are fixed is required
to be recognized over the vesting period only if the current market price of the underlying stock exceeds the exercise price on the date
of grant. All outstanding stock eptions became fully vested in February 2005. SFAS No. 123, Accounting for Stock-Based
Compensation (“SFAS No. 123}, established accounting for stock-based employee compensation plans. As allowed by SFAS
No. 123, the Company has efected to continue to apply the intrinsic value-based method of accounting prescribed by APB Opinion
No. 25, and has adopted the disclosure requirements of SFAS No. 123, as amended by SFAS No. 148, Accounting for Stock-Based
Compensation — Transition and Disclosure — an Amendment of FASB Statement No. 123 and by SFAS No. 123-R, Share-Based
Payment. The following table illustrates the effects on net loss and loss per common share as if the Company had applied the fair
value recognition provisions of SFAS No. 123 to stock-based employee compensation (amounts in thousands, except per share
amounts):

116




ADELPHIA COMMUNICATIONS CORPORATION AND SUBSIDIARIES
(Debtors-In-Passession)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - Continued

Year ended D: ber 31,
2005 2004 2003
Netincome (foss), as reported - ' 8 34,663 $  (1,910873) 8 - (832,612)
‘Compensation expense determined under fair value
_method, net of $0 taxes for all years (13) (167 (1,077)
Pro forma net income (loss) $ 34650 $ (1,911.040) $ . (833689)
Incomé (loss) per Class A common share; - o
Basic — as repested b 013 %
. Diltited = as reported 5 010 5
Basic — pro forma h 013 §
Diliited - pro forma - Y8 610 5 -
= 5 013 §
3 010 § .
Basic = pro forma R - 013800 56)°$. 31
Diluted — pro forma $ 010 § (156) $ (3.3hH)

The grant-date fair values underlying the foregoing calculations are based on the Black-Scholes option-pricing model.
Adelphia has not granted stock options since 2001. With respect to stock options granted by Adelphia in 2001, the key assumptions
used in the model for purpose of these calculations were as follows:

EX fife (myears). -
Dividend yield

Income Taxes

The Company accounts for its mcome taxes using the asset and liability method. Under the asset and liability method,
deferred tax assets and liabilities are recognized for the estimated future tax consequences atiributable to differences between the
financial statement carrying amounts of existing assets and liabilities and their respective tax bases. In addition, deferred tax assets are
also recorded with respect to net operating loss and other tax atiribute carryforwards. Deferred tax assets and tiabilities are measured
using enacted tax rates in effect for the year in which these temporary differences are expected to be recovered or settled. Valuation
allowances are established when realization of the benefit of deferred tax assets is not deemed to be more likely than not. The effect on
deferred tax assets and liabilities of a change in tax rates is recognized in income in the period that includes the enactment date.

Earnings (Loss) Per Common Share ("EPS")

The Company uses the two-class method for computing basic and diluted EPS. Basic and diluted EPS for the Class A
Common Stock and the Class B Common Stock was computed by allocating the income applicable to common stockholders to
Class A common stockhelders and Class B common stockholders as if all of the eamnings for the period had been distributed. This
allocation, and the catculation of the basic and diluted net income (loss) applicable to Class A common stockholders and Class B
common stockholders, de not reflect any adjustment for interest on the cenvertible subordinated notes and de not reflect any declared
or accumulated dividends on the convertible preferred stock, as neither has been recognized since the Petition Date. For the year ended
December 31, 2005, income applicable to commen steckholders for computing basic EPS of $30,860,000 and $3,220,000 has been
allocated to the Class A Common Stock and Class B Common Stock, respectively, and income applicable to common stockholders for
computing diluted EPS of $30,514,000 and $3,566 000 has been allocated to the Class A Common Stock and Class B Common Steck,
respectively. Under the two-class method for computing basic and dituted EPS, losses have not been allocated to each class of
common stock, as security holders are not obligated to fund such losses.
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Diluted EPS of Class A and Class B Common Stock considers the potential impact of dilutive securities. For the year ended
December 31, 2005, 144,992 of potential commeon shares subject to stock options have been excluded from the diluted EPS
calculation as the option exercise price is greater than the average market price of the Class A Common Stock. For the years ended
December 31, 2004 and 2003, the inclusion of potential common shares would have had an anti-dilutive effect. Accordingly, potential
-~ common shares of 87,072,964 and 87,082,474 have been excluded from the diluted EPS calculations in 2004 and 2003, tespectively.

The potential common shares at December 31, 2005, 2004 and 2003 consist of Adelphia’s 5 1/2% Series D Convertible
Preferred Stock (“Series D Preferred Stock™), 7 1/2% Series E Mandatoty Convertible Preferred Stock (“Series E Preferred Stock™), 7
1/2% Series F Mandatory Convertible Preferred Stock (“Series F Preferred Stock™), 6% subordinated convertible notes, 3.25%
subordinated convertible notes and stock options. As a result of the filing of the Debtors” Chapter I'l Cases, Adelphia, as of the
Petition Date, discontinued accruing dividends on all of its outstanding preferred stock and has excluded those dividends from the
diluted EPS calculations. The debt instruments are convertible into shares of Class A and Class B Common Stock. The preferred
securities and stock options are convertible into Class A Common Stock. The basic and diluted weighted average shares outstanding
used for EPS computations for the periods presented are as follows:

Year ended December 31,

2005

Basic weighted average shares of Class A'Common Stock: .. ', "228,692414

Potential common shares:

¢ #Convestible preferred:stock T,
Convertible subordinated notes

Diluted icighted averago sharcs of

Basic weighted average shares of Class'B Comimon Stock  ~~~25,055{365
Potential common shares:

TConvertible subordinated notes AL FLTR L 0 0 12159,768 5 s
Diluted weighted average shares of Class B Common
Stock 37,215,133 25,055,365 25,055,365

Use of Estimates

The preparation of consolidated financial statements in conformity with accounting principles generally accepted in the
United States (“GAAP™) requires management to make estimates and assumptions that affect the reported amounts of assets,
liabilities, revenue and expenses. Significant estimates are involved in the determination of: (i) asset impairments; (ii) the recorded
provisions for contingent liabilities; (iii) the carrying amounts of liabilities subject to compromise; (iv) estimated useful lives of
tangible and intangible assets; (v) internal costs capitalized in connection with construction and mstallation activities; (vi) the recorded
amount of deferred tax assets and liabilities; (vii) the allowances provided for uncollectible amounts with respect to the amounts due
from the Rigas Family and Rigas Family Entities and accounts receivable; (viii) the aliocation of the purchase price in business
combinations; and (ix) the fair value of derivative financial instruments. Actual amouats, particularly with respect to matters impacted
by proceedings under Chapter 11, could vary significantly from such estimates.

Note 4: Recent Accounting Pronouncements

In March 2005, the FASB issucd FASB Interpretation No. 47, Accounting for Conditional Asset Retirement Obligations, an
interpretation of FASB Statement No. 143 (“FIN 477), which addresses the financial accounting and reporting obligations associated
with the conditional retirement of tangible long-lived assets and the associated asset retirement costs. FIN 47 requires that, when the
obligation to perform an asset retirement activity is unconditional, and the timing and/or the method of settlement of the obligation is
conditional on a future event, companies must recegnize a liability for the fair value of the conditional asset retirement if the fair value
of the liability can be reasonably estimated. The requirements of FIN 47 are effective for fiscal periods ending afier December 15,
2005.

The Company has certain equipment, the disposal of which may be subject to environmental regulations. The Company’s
asset retirement obligations asseciated with environmental regulations for the disposition of its equipment are not matenal. The
Company also owns certain buildings containing asbestos whercby the Company is legally obligated to remediate the asbestos under
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certain circumstances, such as if the buildings undergo renovations or are demolished. The Company does not have sufficient
information to estimate the fair value of its asset retirement obligation for asbestos remediation because the range of time over which
the Company may settle the obligation is unknown and cannot be reasonably estimated.

.. . InJune 2005, the EITF reached a consensus on Issue No. 04-5, Determining Whether a General Partner, or the General
Partners asa Group, Controls a Limited Partnershtp or Similar Entity When the Limited Partners Have Certain Rights (“EITF 04-
57). EITF 04-5 provides guidance in assessing when a general partner controls and consolidates its investment in a limited partuership
or similar entity. The general partner is assumed to control the limited partnership unless the limited partners have substantive kick-out
or participating rights. The provisions of EITF 04-3 were required to be applied beginning June 30, 2005 for partnerships formed or
modified subsequent to June 30, 2005, and are effective for general pariners in all other limited partnerships beginning January i,
2006. EITF 04-5 had no impact on the Company’s financial position or results of operation for the year ended December 31, 2005.
The Company is currently evaluating the impact of the adoption of EITF 04-5 in 2006,

Neote 5: Variable Interest Entities

FIN 46-R requires variable interest entities, as defined by FIN 46-R, to be consolidated by the primary beneficiary if certain
criteria are met. The Company concluded that the Rigas Co-Borrowing Entities are variable interest entities for which the Company is
the primary beneficiary, as contemplated by FIN 46-R. Accerdingly, effective January 1, 2004, the Company began consolidating the
Rigas Co-Borrowing Entities on a prospective basis. The assets and liabilities of the Rigas Co-Berrowing Entities are included in the
Company’s consolidated financial statements at the Rigas Family’s historical cost because these entities first became variable interest
entities and Adelphia became the primary beneficiary when Adelphia and these entities were under the common control of the Rigas
Family. As a result of the adoption of FIN 46-R, the Company recorded a $588,782,000 charge as a cumulative effect of a change in
accounting principle as of January 1, 2004. The Company is reporting the operating results of the Rigas Co-Borrowing Entities in the
“cable” segment. See Note 15 for further discussion of the Company’s business segments.

The April 2005 agreements entered into by the District Court in the SEC civil enforcement action (the “SEC Civil Action”),
including: (i) the Non-Prosecution Agreement; (ii) the Adelphia-Rigas Settlement Agreement (defined in Note 16); (iii) the
Goverament-Rigas Settlement Agreement (also defined in Note 16); and (iv) the final judgment as to Adelphia (collectively, the
“Govemnment Settlement Agreements™), provide, among other things, for the forfeiture of certain assets by the Rigas Family and Rigas
Family Entities. Pursuant to the Forfeiture Order, all right, title and interest of the Rigas Family and Rigas Family Entities in the Rigas
Co-Borrowing Entities (other than Coudersport and Bucktail); certain specified real estate and any securities of the Company were
forfeited to the United States on or about June 8, 2005 and such assets and securities are expected to be conveyed to the Company
(subject to completion of forfeiture proceedings before a federal judge to determine if there are any superior claims) in furtherance of
the Non-Prosecution Agreement. See Note 16 for additional information.

As of June 8, 2005, the Company was no longer the primary beneficiary of Coudersport and Bucktail. Accordingly, the
Company ceased to consolidate Coudersport and Bucktail under FIN 46-R and recorded a net charge of $12,964 000 in the
accompanying consolidated statement of operations for the year ended December 31, 2005. Such charge is included as a component of
the net benefit from the settlement with the Rigas Family (see Note 6).

In addition to the Rigas Co-Bommowing Entities, the Rigas Family owned, prior to forfeiture to the United States on June 8,
2005, at least 16 additional entities in which the Company held a variable interest. The Company did not apply the provisions of FIN
46-R to the Other Rigas Entities because the Company did not have sufficient financial information to perform the required
evaluations. As a result of the Government Settlement Agreements, as of June 8, 2005, the Company no longer held a variable interest
in these entities.

In addition to the Rigas Family Entities, the Company performed an evaluation under FIN 46-R of other entities in which the
Company has a financial interest. The Company concluded that no further adjustments to its consolidated financial statements were
required as a result of these evaluations and the adoption of FIN 46-R.

19




ADELPHIA COMMUNICATIONS CORPORATION AND SUBSIDIARIES
(Debters-In-Possession}
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - Continued

The consolidation of the Rigas Co-Borrowing Entities resulted in the following impact to the Company’s consolidated
financial statements for the indicated periods (amounts in thousands):

Year ended December 31,

o __2005 2004

even 5203558 8 0 194,089
Operaung mcome (loss) 19870 % {2,043)
Other'micome, ne 7 - 434144 .8 - - 01,091
Income (loss) from contmumg opcratlons before cumulauvc

effects of accountin; hanges s (1,037)
Cumilative effects'of at LTt e R e (588,782)
Net income (loss) apphcable to common stockholders $ 455387 $ (589,819)

December 31,

o 2008 2064
Curventassets .. = 3383 % 4266
Nencurrent assets 642,110
Current liabilities & 477,070
Noncurrent liabilities $ 6,617

Nete 6: Transactions with the Rigas Family and Rigas Family Entities

In addition to the Rigas Co-Borrowing Entities discussed in Note 5, prior to May 2002, the Company had significant
involvement, directly or indirectly, with the Rigas Family and Other Rigas Entities. The following table shows the amounts due from
the Rigas Family and Other Rigas Entities, net of the allowance for uncollectible amounts, at December 31, 2004 (amounts in
thousands): .

Allowance for uncollectible amounts N o (2,602 027)

For purposes of assessing collectibility, the Company considered the amounts due from the Rigas Family and Other Rigas
Entities to be collateral-backed loans and used the estimated values of the underlying debt and equity securities of Adelphia, which
were forfeited to the United States on or about June 8, 2005, to determine expected repayments. Amounts due from the Rigas Family
and Other Rigas Entities, net was presented as an addition to stockholders” deficit in the accompanying December 31, 2004
consolidated balance sheet because: (i) approximately half of the advances were used by those entities to acquire Adelphia securities;
(it) these advances occurred frequently; (iti) there were no definitive debt instruments that specified repayment terms or interest rates;
and (iv) there was no demonstrated repayment history.

In connection with the Government Settlement Agreements, all amounts owed between Adelphia (including the Rigas Co-
Borrowing Entities) and the Rigas Family and Other Rigas Entities will not be collected or paid. As a result, in June 2005, the
Company derecognized a $460,256,000 payable by the Rigas Co-Borrowing Entities to the Rigas Family and Other Rigas Entities.
This liability, which was recorded by the Company in connection with the January 1, 2004 consolidation of the Rigas Co-Berrowing
Entities, had no legal right of set-off against amounts due to the Rigas Co-Bemowing Entities from the Rigas Family and Other Rigas
Entities.

Also, in connection with the Government Settlement Agreements, equity ownership of the Rigas Co-Borrowing Entities
(other than Coudersport and Bucktail), debt and equity securities of the Company, and certain real estate were forfeited by the Rigas
Family and the Rigas Family Entities and are expected to be conveyed to the Company (subject to completion of forfeiture
proceedings before a federal judge to determine if there are any superior claims). In conjunction with the Forfeiture Order, the
Company recorded the debt and equity securities and real estate at their fair value of $34,629,000. Additional impairment of
$24,600,000 was recognized by the Company following the June 2005 forfeiture due to further decline in the fair value of the
securities. Such impaifment is included in other income (expense), net in the accompanying consolidated statement of operations for
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the year ended December 31, 2005. The adjusted fair value of the debt and equity securities and real estate of $10,029,000 has been
reflected as a current asset in the zccompanymg consolidated balance sheet as of December 31, 2005. The Company has concluded
that the equity interests it expects to receive in the Rigas Co-Bomowing Entities have nominal value as the l1abilities of these entities
significantly exceed the fair value of their assets. As discussed in Note 5, the assets and liabilitics of the Rigas Co-Borrowing Euntities
havc been included in the Company’s consolidated financial statements since January 1, 2004.

The Government Settlement Agreements also required the Company to pay the Rigas Family an additional $11,500,000 for
legal defense costs, which was paid by the Company in June 2005. The Government Settiement Agreements release the Company
from further obligation to provide funding for legal defense costs for the Rigas Family.

During 2004 and 2003, various stipulations and orders were approved by the Banksuptcy Court that caused the Managed
Cable Entities to pay appreximately $28,000,000 of legal defense costs on behalf of certain members of the Rigas Family. During the
year ended December 31, 2004 and 2003, $17,000,000 and $11,000,000, respectively, of such defense costs have been included in
investigation, re-audit and sale transaction costs in the accompanying consolidated statements of operations.

As of December 31, 2004, the Company had accrued $2,717,000 of severance for John J. Rigas pursuant o the terms of a
May 23, 2002 agreement with John J. Rigas, Timothy J. Rigas, James P. Rigas and Michael J. Rigas. The Government Settiement
Agreements release the Company from this severance obligation. Accordingly, the Company derecognized the severance accrual and
recognized the benefit of $2,717 000 in June 2005.

The Company recognized a net benefit from the setilement with the Rigas Family in June 2005 and has included such benefit
in other income (expense), net in the consolidated statement of operations for the year ended December 31, 2005, as follows (amounts
in thousands):

tion of ainoumts duc to'the ngas Family and Othcr Rxgas .
; es from the Rigas Co-Borrowing Entities - :
Derecognmon of amounts due from the Rigas Famlly and Othcr ngas

Entities, net*

fity secunues and real esta!e to be

ey! s
Deconsohdatlon of Couderspod and Bucktm! net ﬂ\lote 5)
nse costs fortheRigas Family ~ .- .
Derecognmon of severance accrual for Joln §. ngas
:Séttlement with the Rigas Family,net =~ SR ' “$ . i 457133

*  Represents the December 31, 2004 amounts due from the Rigas Family and Other Rigas Entities of $28,743,000, less a provision
for uncollectible amounts of $13,338,000 recognized by the Company for the period from January 1, 2005 through June 8, 2005
(date of the Forfeiture Order) due to a decline in the fair value of the underlying securities.

Impact of Transactions with the Rigas Family and Rigas Family Entities on Consolidated Statements of Operations

Transactions eccuring on or after January 1, 2004 between the Company and the Rigas Co-Borrewing Entitics are
eliminated in consolidation. The effects of various transactions between the Company and the Rigas Family and Rigas Family Entities
on certain line items included in the accompanying censolidated statement of operatiens for the year ended December 31, 2003 are
summarized below (amounts in thousands):

Selling; general. and administrative expenses:
Management fees and other costs charged by the Company
to the Managed Cable Entities (a) b3 (22,217)
“:Management fees and other costs charged by the Rigas - = /o0
" 7:Family and Other Rigas Entities to the Company (b) 975
Total included in selling, general and administrative

expenses 5 21,242)

(a) Management Fees and Other Costs Charged by the Company 1o the Managed Cable Entities. The Company provided
management and administrative services, under written and unwritten enforceable agreements, to the Managed Cable Entities.
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The management fees actually paid by the Managed Cable Entities were generally limited by the terms of the applicable Co-
Borrowing Facility. The amounts charged te the Managed Cable Entities pursuant to these arrangements were included in
management fees and other charges to the Managed Cable Entities in the foregoing table and have been reflected as a reduction of
selling, generatl and administrative expenses in the accompanying consolidated statement of operations for the year ended

"~ " December 31, 2003 Effective January 1, 2004, these fees and cost allocations bave been eliminated upon consolidation of the

Rigas Co-Borrowing Entities.

(b} Management Fees and Other Costs Charged by the Rigas Family and Other Rigas Entities to the Company. Certain Other Rigas
Entities provided management services to the Company in exchange for consideration that may or may net have been equal to the
fair vatue of such services during the year ended December 31, 2003.

Charges for services arose from Adelphia’s 99.5% limited partnership interest in Praxis Capital Ventures, L P_(“Praxis™), a
consolidated subsidiary of Adelphia. Praxis was primarily engaged in making private equity investments in the
telecommunications market. The Rigas Family owns membership interests in both the Praxis general partner and the company
that manages Praxis. The Praxis management company charged a management fee to Adelphia at an annual rate equal to 2% of
the capital commitied by Adelphia. Adelphia recorded an expense for management fees of $975,000 for the year ended
December 31, 2003. During 2004 and 2003, the Company recorded reserves of $800,000 and $300,000, respectively, against the
remaining carrying value of the Praxis investments.

By order dated October 20, 2003, the Debtors rejected the Praxis partnership agreement under applicable bankruptcy law.
Rejection may give rise to pre-bankruptcy unsecured damage claims that are included in liabilities subject to compromise at the
amounts expected to be allowed. As of December 31, 2005 and 2004, the Company had accrued $1,300,000 in management fees
due under the Praxis partnership agreement as a liability subject to compromise for the periods prior to rejection of the partnership
agreement.

Other Transactions with the Rigas Family and Rigas Family Enlities

Rigas Co-Borrowing Eniities. The Company performs all of the cash management functions for the Rigas Co-Borrowing
Entities. As such, positive cash flows of the Rigas Co-Borrowing Entities are generally deposited into the Company’s cash accounts.
Negative cash flows, which include the payment of interest on co-borrowing debt for the Rigas Co-Borrowing Entities, are generally
deducted from the Company’s cash accounts. In addition, the personnel of the Rigas Co-Bomrowing Entities are employees of the
Company, and all of the cash operating expenses and capital expenditures of the Rigas Co-Bomrowing Entities are paid by the
Company on behalf of the Rigas Co-Borrowing Entities. Charges to the Rigas Co-Bormrowing Entities for such expenditures are
determined by reference to the terms of the applicable third party invoices or vendor agreements. Although this activity affects the
amounts due from the Rigas Co-Bomowing Entities, prior to the consolidation of the Rigas Co-Borrowing Entitics, the Company did
not include any of these charges as related party transactions to be separately reported in its consolidated statements of operations.
Effective January 1, 2004, such amounts are included in the Company’s consolidated statements of eperations. The most significant of
these expenditures incurred by the Company on behalf of the Rigas Co-Borrowing Entities during 2003 include third party
programming charges, employee refated charges and third party billing service charges which are shown in the following table
{amounts in thousands}):

Programming charges from third party vendors®.
Employee related charges

Billing charges from third party véndors = . -

Century/ML Cable. In connection with the December 13, 2001 settlement of a dispute, Adelphia, Century, Century/ML
Cable, ML, Media and Highland, entered into a Leveraged Recapitalization Agreement (the “Recap Agreement”) pursuant to which
Century/ML Cable agreed to redeem ML Media’s 50% interest in Century/ML Cable (the “Redemption™) on or before September 30,
2002 for a purchase price between $275,000,000 and $279,800,000, depending on the timing of the Redemption, plus interest. Among
other things, the Recap Agreement provided that: (i) Highland would arrange debt financing for the Redemption; (it} Highland,
Adelphia and Century would jointly and severally guarantee debt service on debt financing for the Redemption on and after the
closing of the Redemption; and (isi) Highland and Century would own 60% and 40% interests, respectively, in the recapitalized
Century/ML Cable. Under the terms of the Recap Agreement, Century’s 50% interest in Century/ML Cable was pledged to ML Media
as collateral for Adelphia’s obligations. On or about December 18, 2001, Adelphia placed $10,000,000 on deposit on behalf of
Highland as eamest funds for the transaction. During June of 2002, ML Media withdrew the $10,600,000 from
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escrow following the Bankruptcy Court’s approval of the release of these funds to ML Media. Simultaneously with the execution of
the Recap Agreement, ML Media, Adelphia and certain of its subsidiaries entered inte a stipulation of settiement, pursuant to which
certain hitigation between them was stayed pending the Redemption. By order dated September 17, 2003, Adelphia and Century
rejected the Recap Agreement under applicable bankruptcy law. Adelphia has not acerued any liability for damage claims related to

.- the rejection of the Recap Agreement. Adelphia and Century/ML Cable have challenged the Recap Agreement and the Redemption as
unenforceable on fraudulent transfer and other grounds, and Adelphia, Century, Highland, Century/ML and ML Media are engaged in
litigation regarding the enforceability of the Recap Agreement. In this regard, ML Media filed an amended complaint against Adelphia
on July 3, 2002 in the Bankruptcy Court. On April 15, 2004, the Bankruptcy Court dismissed all counts of Adelphia’s challenge of the
Recap Agreement except for its allegation that ML, Media aided and abetted a breach of fiduciary duties in connection with its
execution. The court also allowed Century/ML Cable’s actien to avoid the Recap Agreement as a fraudulent conveyance to proceed.

On June 3, 2005, Century entered into an interest acquisition agreement with ML Media, Century/ML Cable, Century-ML
Cable Corporation (a subsidiary of Century/ML Cable) and San Juan Cable (the “IAA”) pursuant to which Century and ML Media
agreed to sefl their interests in Century/ML Cable for $520,000,000 (subject to potential purchase price adjustments as defined in the
IAA) to San Juan Cable. On August 9, 2005, Century/ML Cable filed its plan of reorganization (the “Century/ML Plan™) and its
related disclosure statement (the “Century/ML Disclosure Statement™) with the Bankruptcy Court. On August 18, 2005, the
Bankruptcy Court appreved the Century/ML Disclosure Statement. On September 7, 2005, the Bankruptcy Court confirmed the
Century/ML Plan, which is designed to satisfy the conditions of the IAA with San Juan Cable and provides that all third party claims
will either be paid in full or assumed by San Juan Cable under the terms set forth in the IAA. On October 31, 2005, the sale of
Century/ML Cable to San Juan Cable was consummated (the “Century/ML Sale™) and the Century/ML Plan became effective. Neither
the Century/ML Cable Sale nor the effectiveness of the Century/ML Plan resofves the pending litigation among Adelphia, Century,
Highland, Century/ML Cable and ML Media. For additional information conceming this litigation, see Note 16. For additional
information concerning the Century/ML Sale, see Note 8.

Note 7: TelCove
Global Settlement Agreement

Telcove, Inc. (“Telcove™) owned, operated and managed entities that provided competitive local exchange carmrier (“CLEC™)
telecommunications services. On fanuary 11, 2002, the Company completed a transaction whereby all of the shares of commen stock
of Telcove owned by Adelphia were distributed in the form of a dividend to holders of Class A Common Stock and Class B Commen
Stock. On February 21, 2004, the Debters and TelCove executed a global settlement agreement (the “Global Settlement™) that
resolved, among other things, certain claims put forth by both TelCove and Adelphia. The Global Settlement provided that, on the
closing date, the Company would transfer to TelCove certain setifement consideration, including approximately $60,000,000 in cash
plus an additional payment of up to $2,500,000 related to certain outstanding payables, as well as centain vehicles, real property and
intellectual property licenses used in the operation of TelCove’s businesses. Additionally, the parties executed various annexes to the
Global Settiement (collectively, the “Annex Agreements™) that previded, among other things, for: (i) a five-year business commitment
to TelCove for telecommunication services by the Company; (ii) future use by TelCove of certain fiber capacity in assets owned by
the Company; and (iii) the mutual release by the parties from any and all liabilities, claims and causes of action that either party had or
may have had against the other pasty. Finally, the Global Settiement provided for the transfer by the Company to TelCove of certain
CLEC systems (“CLEC Market Asseis™) together with the various licenses, franchises and permits related to the operation and
ownership of such assets. On March 23, 2004, the Bankruptcy Court approved the Global Settlement. The Company recorded a
$97,902 000 hiability during the fourth quarter of 2003 to provide for the Global Settlement. The Annex Agreements became effective
n accordance with their terms on April 7, 2004,

On April 7, 2004, the Company paid $57,941,000 to TelCove, transferred the economic risks and benefits of the CLEC
Market Assets to TelCove pursuant to the terms of the Global Settlement and entered into 2 management agreement which provided
for the management of the CLEC Market Assets from April 7, 2004 through the date of transfer to TelCove.

On August 20, 2004, the Company paid TelCove an additionat $2,464 000 pursuant to the Global Settiement in connection
with the resolution and release of certain claims. On August 21, 2004, the CLEC Market Assets were transferred to TelCove.
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Discontinued CLEC Qperations

As a result of the Global Settlement discussed above, the Company transferred the CLEC Market Assets together with the
various licenses, franchises and permits related to the operation and ownership of such assets te TelCove. The Company has presented
~ the CLEC Market Assets, including the cost of the Global Settlement, as discontinued opesations in the accompanying conselidated
financial statements. The following table presents the summarized results of operations of the CLEC Market Assets included in
discontinued operations for the indicated pertods (amounts in thousands):

Year ended Deceniber 31,
) o 2004 2003
Revenue  -.° L ETL S Tl e T g 08T g 037,026
Costs and expenses
- Pirect operatimg and programming’. o 33431
~ Selling, general and admmlstrauve 2354

- Depreciationand amortization ="« 11T 5
Othcr

Total:costs and expenses ;-
Provnston for cost of Global Settlement

Note 8: Investments in Equity Affiliates and Related Recceivables

The Company has various investments accounted for under the equity method. The following table includes the Company’s
percentage ownership interest and the carrying value of its investments and related receivables as of the indicated dates (dollars in
thousands):

Percentage ownership as of
December 31, - December 31,
2005 2004 2085 2004

Ccntury/ML Cable

The Company’s share of losses of its equity affiliates, including excess basis amertization and write-downs to reflect other-
than-temporary declines in value, was $588,000, $7,926,000 and $2,826,000 for the years ended December 31, 2005, 2004 and 2003,
respectively.

Century/ML Cable

Century/ML Cable ewned and operated cable systems located in Puerto Rico. Century/ML Cable was a joint venture between
ML Media and Century. As both Century and ML Media had substantial participatory rights in the management of Century/ML Cable,
the Company used the equity method 1o account for its investment in Century/ML Cable until September 30, 2002, when Century/ML
Cable filed a voluntary petition to reorganize under Chapter 11 of the Bankruptcy Code. This bankruptcy proceeding is administered
separately from that of the Debtors. Following the Chapter 11 filing, the Company suspended the use of the equity method and began
to canty its investment in Century/ML Cable at cost. The Company evaluated its investment in Century/ML Cable for an other-than-
temporary decline in fair value below the cost basis in accordance with its policy and concluded that the estimated fair value exceeded
its cost basis.

On June 3, 2005, Century entered into the IAA, pursuant to which Century and ML Media agreed to sell their interests in
Century/ML Cable for $520,000,000 (subject to potential purchase price adjustments as defined in the 1AA) to San Juan Cable. On
August 9, 2005, Century/ML Cable filed the Century/ML. Plan and the related Century/ML Disclosure Statement with the Bankruptcy
Court. On August 18,2005, the Bankruptcy Court approved the Century/ML Disclosure Statement. On September 7, 2005, the
Bankruptcy Court confirmed the Century/ML Plan, which is designed to satisfy the condrtions of the IAA with San Juan
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Cable and provides that all third party claims will either be paid in full or assumed by San Juan Cable under the terms set forth in the
TAA. On October 31, 2005, the Century/ML Sale was consummated and the Century/ML Plan became effective.

The preliminary purchase price paid by San Juan Cable in connection with the Century/ML Sale was approximately
$519,000,000 plus a working capital adjustment of $82,735,000. The purchase price is subject to certain adjustments, including a
review of the working capital adjustment, the Operating Cash Flow (as defined in the IAA) for the twelve months prior to the
Century/ML Sale and the number of basic subscribers. In connection with the Century/ML Sale, $25,000,000 of the purchase price
was deposited into an indemnity escrow account to indemnify San Juan Cable against any misrepresentation or breach of warranty,
covenant or agreement by Century/ML Cable and $13,500,000 of the purchase price was deferred and is subject to offset to the extent
of any additional tax liabilities owed by Century/ML Cable for periods prior to the Century/ML Sale. In addition, $35,626 000 of the
purchase price was deposited into an account jointly held in the name of Century and ML Media to fund the obligations of
Century/ML Cable that were not assumed by San Juan Cable (the “Century/ML Cable Account™). Century and ML Media have each
received proceeds of $263,770,000 from the Century/ML Sale that were placed in escrow for the benefit of each paity pending the
resofution of the litigation among Adelphia, Century, Hightand, Century/ML Cable and ML Media. Subsequent to the closing of the
Century/ML Sale, Century and ML Media each received $5,000,000 of proceeds from the Century/ML Cable Account which were
placed in their respective escrow accounts. ML Media may elect to receive a distribution of up to $70,000,000 from the proceeds of
the Century/ML Sale. In the event that ML Media elects to receive a distribution, Century is entitled to receive a distribution of the
same amount from its escrow. As of December 31, 2005, ML Media and Century had each received 2 distribution of $10,000,000
from their respective escrow accounts. The Company recognized a gain of $47,234,000 on the Century/ML Sale. Such gain is
included in other income (expense), net in the accompanying consolidated statement of operations for the year ended December 31,
2005.

On January 14, 2006, Century and ML Media submitted an adjustment certificate to San Juan Cable seeking additional
proceeds of $4,321,000. On February 13, 2006, Century and ML Media received a notice from San Juan Cable rejecting the
adjustment certificate and requesting additional proceeds of $50,000,000 from Century and ML Media. The parties are in discussions
regarding the various proposed adjustments. The Company does not believe that the resolution of this matter will have a material
impact to the Company’s financial condition or results of operations.

The Company provided management, programming and record keeping services to Century/ML Cable through October 31,
2005. In connection with the December 2001 execution of the Recap Agreement among Century/MI. Cable, ML Media and one of the
Rigas Family Entities, the parties agreed to increase the management fees from 5% to 10% of Century/ML Cable’s revenue plus
reimbursable experises. In June 2003, the management fees charged to Century/ML Cable were reduced to 5% of Century/ML Cable’s
revenue plus reimbursable expenses in connection with the Debtors’ rejection of the Recap Agreement. The Company has provided
reserves against any management fees charged in excess of 5%. After deducting reserves, the net Century/ML Cable management fees
included as a reduction of selling, general and administrative expenses in the Company’s accompanying statements of operations were
$3,687,000, $4,200,000 and $4,053,000 during 2005, 2004 and 2003, respectively. At December 31, 2004, the Company had a
$23,442,000 receivable from Century/ML Cable for management fees, programming costs and other amounts paid on behalf of
Century/ML Cable which was included with the Company’s investment in Century/ML Cable in the foregoing table.

As further described in Note 16, ML Media and Adelphia are engaged in litigation regarding the Recap Agreement and other
matters. Neither the Century/ML Sale nor the effectiveness of the Century/ML Plan resolves the pending litigation among Adelphia,
Century, Highland, Century/ML Cable and ML Media.

Note 9: Impairment of Long-Lived Assets

A summary of impairment charges for long-lived assets is set forth below (amounts in thousands):

Year ended December 31,
2005 2004 2003
Property and'equipment (a) - S8 e 000
Intangible assets - Franchise nghts (b) o 23 063 83 349 641
Impairment of long-livedassets = “- .~ - seoc § 23063008 0 --83349°8 17,641
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{a) Property and Equipment

In light of the declining values associated with cable systems in Brazil, as evidenced by the sale of other Brazilian cable
“entities during 2003, the Company perforined an evaluation of its Brazilian cable operations during 2003. As a result of this
evaluation, the Company recorded an impairment charge to write-down the assets of this operation to their estimated fair market
value.

(b} Intangible Assets — Franchise Rights

Pursuant to SFAS Ne. 142, the Company, as a result of its annual impairment test, recorded additional impairments of
$23,063,000, $83,349,000 and $641 000 in 2005, 2004 and 2003, respectively, related to franchise rights. These impairments were
primarily driven by subscriber losses. No events occurred during 2005, 2004 or 2003 that would require additional impairment tests to
be performed.
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Note 10: Debt

The carrying value of the Company’s debt is summarized below for the indicated periods (amounts in thousands):

December 31,
Parent and subsidiary debt: R e
Seewed:
Second Extended DIP Facility (a). - »F » 000 o 0 B 851352 08 627,176
__ Capital lease obligations 17,546 39 657
“ Unsecuréd other subsidiary debt. = T kT R s LT gge 912
Pa.rent and subs:dlaryd bt B o $ 869,184 $ 667L74S

Llabllmes subJect to. compromlse
" Parent debt — unsecured: (b) -

_ Senior notes R '4 767565 S 4767565

ST A ey SEEEE992:002. 5 e 1,992,022

129247
‘:.

~:Convertible subordinated notes(¢) %, -+
Scmo debentures

6 920 681

5,226 313

1105538 t105533‘

121 424"
ATT4012

>

ferred financing fees (d) "7 WU36208) < (134.208)
Paren( and subsidiary debt before Co-Borrowing | Facnl mcs (Note 2) 115605858 11.560:684
# Co-Borrowing Facilities (e) (Note2) -+ .07 - - ini gt e 57637508 4,576375

Due to the commencement of the Chapter 11 proceedings and the Company’s failure to comply with certain finaneial
covenants, the Company is in default on substantially all of its pre-petition debt obligations. Except as otherwise may be determined
by the Bankruptcy Court, the automatic stay protection afforded by the Chapter 11 proceedings prevents any action from being taken
against any of the Debtors with regard to any of the defaults under the pre-petition debt obligations. With the exception of the
Company’s capital lease obligations and a portion of other subsidiary debt, all of the pre-petition obligations are classified as liabilities
subject to compromise in the accompanying consolidated balance sheets. For additional information, see Note 2.

{a) Second Extended DIP Facility

In connection with the Chapter 11 filings, Adelphia and certain of-its subsidiaries (the “Loan Parties”) entered into the
$1,500,000,000 DIP Facility. On May 10, 2004, the Loan Parties entered into the $1,000,000,000 First Extended DIP Facility, which
superseded and replaced, in its entirety, the DIP Facility. On February 25, 2005, the Loan Parties entered into the $1,300,000,000
Second Extended DIP Facility, which superseded and replaced in its entirety the First Extended DIP Facility. The Second Extended
DIP Facility was approved by the Bankruptcy Court on February 22, 2005 and closed on February 25, 2005.
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The Second Extended DIP Facility was to mature upon the earlier of March 31, 2006 or the occurrence of certain other
events, as described in the Second Extended DIP Facility. The Second Extended DIP Facility consisted of an $800,000,000 Tranche A
Loan (including a $500,000,000 letter of credit subfacility) and a $500,000,000 Tranche B Loan. The proceeds from the borrowings
under the Second Extended DIP Facility were permitted to be used for general corporate purposes and investments, as defined in the
Second Extended DIP Facility. The Second Extended DIP Facility was secured with a first priority lien on all of the Loan Parties’
unencumbered assets, a priming first priority lien on all assets of the Loan Parties securing their pre-petition bank debt and a junior
lien on all other assets of the Loan Parties. The applicable margin on loans extended under the Second Extended DIP Facility was
1.25% per annum (1.50% under the First Extended DIP Facility) in the case of Alternate Base Rate loans and 2.25% per annum
(2.50% under the First Extended DIP Facility) in the case of Adjusted Londen interbank offered rate (“LIBOR”) loans. In addition,
under the Second Extended DIP Facility, the commitment fee with respect to the unused portion of the Tranche A Loan was 0.50% per
annum (a range of 0.50% to 0.75%, depending upon the unused balance of the Tranche A Loan under the First Extended DIP Facility).

In connection with the closing of the Second Extended DIP Facility, on February 25, 2005, the Loan Parties borrowed an
aggregate of $578,000,000 thereunder, and used all such proceeds and a portion of available cash and cash equivalents to sepay all of
the indebtedness outstanding under the First Extended DIP Facility, including accrued and unpaid interest and certain fees and
expenses. In addition, alt of the participations in the letters of credit outstanding under the First Extended DIP Facility were transferred
to certain lenders under the Second Extended DIP Facility.

The terms of the Secend Extended DIP Facility contained certain restrictive covenants, which included limitations on the
ability of the Loan Parties to: (i) incur additional guarantees, liens and indebtedness; (ii) sell or otherwise dispose of certain assets; and
(ui) pay dividends or make other distributions or payments with respect to any shares of capital stock, subject to certain exceptions set
forth in the Second Extended DIP Facility. The Second Extended DIP Facility also required compliance with certain financial
covenants with respect to operating results and capital expenditures.

From time to time, the Loan Parties and the DIP lenders entered into certain amendments to the terms of the Second
Extended DIP Facility. In addition, from time to time, the Company received waivers to prevent or cure certain defaults under the
Second Extended DIP Facility. These waivers and amendments were effective through the maturity date of the Second Extended DIP
Facility.

On March 9, 2005 and December 30, 2005, certain Loan Parties cash collateralized certain letters of credit outstanding under
the Second Extended DIP Facility in connection with the consummation of certain asset sales. On May 27, 2005 and fuly 6, 2005,
certain Loan Parties made mandatory prepayments of principal on the Second Extended DIP Facility in connection with the
consummation of certain asset sales. As a result, the total commitment of the entire Second Extended DIP Facility was reduced to
$1,271,220,000, with the total commitment of the Tranche A Loan being reduced to $771,888,000. As of December 31, 2005,
$352,020,000 under the Tranche A Loan has been drawn and letters of credit totaling $81 605,000 have been issued under the Tranche
A Loan, leaving availability of $338,263 000 under the Tranche A Loan. Furthermore, as of December 31, 2005, the entire
$499,332,000 under the Tranche B Loan has been drawn.

Third Extended DIP Facility

On March 17, 2006, the Loan Parties entered into the $1,300,000,000 Third Extended DIP Facility, which supersedes and
replaces in its entirety the Second Extended DIP Facility. The Third Extended DIP Facility was approved by the Bankruptcy Court on
March 16, 2006, and closed on March 17, 2006. Except as set forth below, the matenal terms and conditions of the Third Extended
DIP Facility are substantially identical to the material terms and conditions of the Second Extended DIP Facility, including the
covenants and collateral securing the Third Extended DIP Facility.

The Third Extended DIP Facility generally matures upon the earlier of August 7, 2006 or the occurrence of certain other
events, as described in the Third Extended DIP Facility. The Third Extended DIP Facility is comprised of an $800,000,000 Tranche A
Loan (including a $500,000,000 letter of credit subfacility) and a $500,000,000 Tranche B Loan. The proceeds from borrowings under
the Third Extended DIP Facility are permitted to be used for general corporate purpeses and ivestments, as defined in the Third
Extended DIP Facility. The Third Extended DIP Facility is secured with a first priority lien on all of the Loan Parties’ unencumbered
assets, a priming first priority lien on all assets of the Loan Parties securing their pre-petition bank debt and a junior fien on all other
assets of the Loan Parties. The applicable margin on leans extended under the Third Extended DIP Facility was reduced (when
compared to the Second Extended DIP Facility) to 1.00% per annum in the case of Altemate Base Rate loans and 2.00% per annum in
the case of Adjusted LIBOR rate loans, and the commitment fee with respect to the unused portion of the Tranche A Loan is 0.50%
per annum (which is the same fee that was charged under the Second Extended DIP Facility).
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In connection with the closing of the Third Extended DIP Facility, on March 17, 2006, the Loan Parties borrowed an
aggregate of $916,000,000 theseunder, and used all such proceeds and a portion of available cash and cash equivalents to repay all of
the indebtedness, including accrued and unpaid interest and certain fees and expenses, outstanding under the Second Extended DIP
Facility. In addition, all of the participations in the letters of credit outstanding under the Second Extended DIP Facility were
transferred to certain lenders under the Third Extended DIP Facility.

(b} Parent Debt

All debt of Adelphia is structurally subordinated to the debt of its subsidiaries such that the assets of an indebted subsidiary
are used to satisfy the applicable subsidiary debt before being applied to the payment of parent debt.

{c] Convertible Subordinated Notes

The convertible suberdinated notes include: (i) $1,029,876,000 aggregate principal amount of 6% convertible subordinated
notes; (i) $975,000,000 aggregate principal amount of 3.25% convertible subordinated notes; and (iii) unamortized discounts
apgregating $12,854,000. Prior to the Forfeiture Order, the Other Rigas Entities held $167,376,000 aggregate principal amount of the
6% notes and $400,000,000 aggregate principal amount of the 3.25% notes. The terms of the 6% notes and 3.25% notes provide for
the conversion of such netes inte Class A Common Stock (Class B Common Stock in the case of notes held by the Other Rigas
Entities) at the option of the holder any time prior to maturity at an initial conversion price of $55.49 per share and $43.76 per share,
respectively.

Pursuant to the Forfeiture Order, alt right, title and interest of the Rigas Family and Rigas Family Entities in any securities of
the Company were forfeited to the United States on or about June 8, 2005, and such securities are expected to be conveyed to the
Company (subject to completion of forfeiture proceedings before a federal judge to determine if there are any superior claims) in
furtherance of the Non-Prosecution Agreement. The Company will recognize the benefits of such conveyance when it occurs. For
additional information, see Note 16.

(d) Deferred Financing Fees

Pursuant to the requirements of SOP 90-7, deferred financing fees related to pre-petition debt have been included in hiabilities
subject ta compromise as an adjustment of the net carrying value of the related pre-petition debt and are no longer being amortized.
Amortization of deferred financing fees related to pre-petition debt obligations was terminated effective on the Petition Date.

(e} Co-Borrowing Facilities

The Co-Borrowing Facilities represent the aggregate amount outstanding pursuant to three separate Co-Borrowing Facilities
dated May 6, 1999, Apnil 14, 2000 and September 28, 2001. Each co-borrower is jointly and severally liable for the entire amount of
the indebtedness under the applicable Co-Borrowing Facility regardless of whether that co-borrower actually borrowed that amount
under such Co-Borrowing Facility. Allramounts outstanding under Co-Borrowing Facilities at December 31, 2005 and December 31,
2004 represent pre-petition liabilities that have been classified as liabilities subject lo compromise in the accompanying consolidated
balance sheets. Collection of amounts outstanding under the Co-Borrowing Facilities from the Rigas Co-Borrowing Entities has not
been stayed and actions may be taken to coflect such borrowings from the Rigas Co-Borrowing Entities.

The table below sets forth amounts outstanding for the Co-Borrowing Facilities at December 31, 2005 and December 31,
2004 (amounts in thousands):

Co-Borvowing
Atiributable to Rigas'Co-Borrowing Entities. " ™+ =8 L 12,846,156
i Attributable to non-Rigas Co-Borrowing Entities 1,730,219

Total included as debi of the Company  © ... $ - 4576375
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Other Debt Matters

The fair value, as determined using third party quoted market prices or rates available for debt with similar terms and
maturities, and weighted average interest rate of the Company’s debt, including the Company’s pre-petition debt, is summarized
‘below as of the indicated periods (dollars in thousands):

2005 2004 2003

Fairvalue 280121965446 ©$ 155854678 £ 141611503

2T 02%

Weighied average inferestrate. -~ .~ 7+ = oD s 0 s S OB 3BT n 0 7 49%:

The table below sets forth the contractual principal maturities, without consideration for default provisions, of the Company’s
debt. Such maturities exclude net discounts of $311,326,000 and deferred financing fees of $134,208,000 (amounts in thousands):

2006 and prior years -
2007
2008 g
2009
2010 S
2011 and thereafier

AT
I

1,075,000

The foregoing maturities and interest rates include significant pre-petition obligations, which as discussed below, are stayed
and any action taken with regard to defaults under the pre-petition debt obligations is prevented. Therefore, these commitments do not
reflect actual cash outlays in future periods.

Interest Rate Derivative Agreements

At the Petition Date, all of the Company’s derivative financial instruments had been settled or have since been settled except
for one fixed rate swap, one variable rate swap and one interest rate collar. As the settlement of the remaining derivative financial
instruments will be determined by the Bankruptcy Court, the $3,486,000 fair value of the liability associated with the derivative
financial instruments at the Petition Date has been classified as a liability subject to compromise in the accompanying consolidated
batance sheets.

Note 11: Redeemable Preferred Stock
13% Cumulative Exchangeable Preferred Stock

On July 7, 1997, Adelphia issued 1,500,000 shares of Series A 13% Cumulative Exchangeable Preferred Steck duc July 15,
2009 (“Series A Preferred Stock”™). The Series A Preferred Stock, which was exchanged in November 1997 for Series B 13%
Cumulative Exchangeable Preferred Stock due July 15, 2009 (“Series B Preferred Stock™), had an aggregate liquidation preference of
$150,000,000 on the date of issuance and was recorded net of issuance costs of $2,025,000. Upon exchange, the shares of Series A
Preferred Stock were returned to their original status of autherized but unissued preferred stock. Dividends are payable semi-annually
at 13% of the liquidation preference of the outstanding Series B Preferred Stock. Dividends are payable in cash with any accumulated
unpaid dividends bearing interest at 13% per annum. The Serics B Preferred Stock ranks junior in right of payment to all indebtedness
of Adelphia. Adelphia has the right to redeem, at its option, all or a postion of the Series B Preferred Stock at redemption prices that
begin at 106.5% of the liguidation preference thereof on July 15, 2002 and decline to 100% of the liquidation preference thereof on
July 15, 2008. Adelphia is required to redecm alf of the shares of the Series B Preferred Stock outstanding on July 15, 2009 ata
redemption price equal to 100% of the liquidation preference thereof. Any redemption of the Series B Preferred Stock would require
the payment, without duplication, of all accumulated and unpaid dividends and interest to the date of redemption. The Series B
Preferred Stock provides for voting rights in certain circumstances and contains restrictions and limitations
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on: (i} dividends and certain other payments and investments; (i1) indebtedness; (iti) mergers and consolidations; and {iv) transactions
with affiliates.

Adelphia may, at its option, on any dividend payment date, exchange in whole or in part (subject to certain restrictions), the
then outstanding shares of Series B Preferred Stock for 13% Senior Subordinated Exchange Debentures due July 15, 2009 which have
provisions consistent with the provisions of the preferred stock. As a result of the filing of the Debtor’s Chapter 11 Cases, the
Company, as of the Petition Date, discontinued accruing dividends on all of its preferred stock issuances. For additional information,
see Note 2. The Series B Preferred Stock and the related accrued dividends are classified as a liability subject to compromise in the
accompanying consolidated balance sheets,

Note 12: Stockholders’ Deficit
Common Stock

The Certificate of Incorporation of Adelphia authorizes twe classes of $0.01 par value common stock, Class A Common
Stock and Class B Common Stock. Helders of Class A Common Stock and Class B Common Stock Vete as a single class on alt
matters submitted to a vote of the stockholders, with each share of Class A Commen Stock entitled te one vote and each share of
Class B Common Stock entitled to ten votes, except as described below with respect to the election of one director by the holders of
Class A Common Stock, and as etherwise provided by law. In the annual election of directors, the holders of Class A Common Stock
voting as a separate class are entitled to elect one of Adelphia’s directors. In addition, each share of Class B Common Stock is
convertible into a share of Class A Common Stock at the option of the holder. In the event a cash dividend is paid, the holders of
Class A Common Stock will be paid 105% of the amount payable per share for each share of Class B Common Stock. Upon
liquidation, dissolution or winding up of Adelphia, the holders of Class A Common Stock are entitled to a preference of $1.00 per
share and the amount of all unpaid declared dividends thereon from any funds available afier satisfying the liquidation preferences of
preferred securities, debt instruments and other senior claims on Adelphia’s assets. Afier such amount is paid, holders of Class B
Common Stock are entitled to receive $1.00 per share and the amount of all unpaid declared dividends thereon. Any remaining
amount would then be shared ratably by both classes. As of December 31, 2005, there were 74,635,728 shares of Class A Common
Stock and 12,159,768 shares of Class B Common Stock reserved for issuance pursuant to conversion rights of certain of the
Company’s debt and preferred stock instruments and exercise privileges under outstanding stock options. In addition, one share of
Class A Common Steck is reserved for each share of Class B Common Stock.

Qutstanding shares of common stock are as follows for the indicated periods:

Class A Class B
Comman Stock Common Stock
Outstanding shares, January 1;2003 " - ©228,692239 .. 25055.365
Issuances 175 —
Ouistanding sharcs, Deceinber 31,2003, .« © [ 13T 928692 414 T 95055365
Outstanding shares, December 31, 2004 228,692 414 25,055365
Ouistandihg shﬁ'.CS, Dccember 3 l,2005 ‘.; - ST 228,692,414 25055, ,365

Preferred Stock

General. Adelphia was autherized to issue 50,000,000 shares of $0.01 par value preferred stock at December 31, 2005,
including: (1) 1,500,000 shares of Series A Preferred Stock, all of which were exchanged for Series B Preferred Stock in 1997;
(1) 1,500,000 shares of Series B Preferred Stock, all of which were issued and outstanding at December 31, 2005, (iii) 20,000 shares
of 8 1/8% Series C Cumulative Convertible Preferred Stock (“Series C Preferred Stock™), none of which were outstanding at
December 31, 2005; (iv) 2,875,000 shares of Series D Preferred Stock, all of which were issued and outstanding at December 31,
2005; (v) 15,800,000 shares of Series E Preferred Stock, 13,800,000 of which were issued and outstanding at December 31, 2005; and
(vi) 23,000,000 shares of Series F Preferred Stock, alt of which were issued and outstanding at December 31, 2005.

With respect to dividend distributions and distributions upon liquidation: (i) all series of Adelphia’s preferred stock rank
_junier to debt instruments and other claims on Adelphia’s assets; (ii) the Series B Preferred Stock ranks senior to the Series D
Preferred Stock; (iii) the Series D Preferred Stock ranks senior to the Series E Preferred Stock and Series F Preferred Stock; (iv) the
Series E Preferved Stock ranks equally with the Series F Preferred Stock; and (v} all series of preferred stock rank senior to the
Class A Common Stock and Class B Common Stock. Although the certificate of designation relating to the Series D Preferred Stock
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indicates that the Series D Preferred Stock ranks equally with the Series B Preferred Stock, the Company has not been able to locate
the consent that would have been required to have been obtained from the holders of the Series B Preferred Stock for this to be the
case.

- Asaresult of the filing of the Debtors™ Chapter 11 Cases, Adelphia, as of the Petition Date, discontinued accruing dividends
on all of its outstanding preferred stock. Had the Debtors not filed voluntary petitions under Chapter 11, the total annual dividends that
Adelphia would have accrued on all series of its preferred stock during each of 2005, 2004 and 2003 would have been $120,125,000.

The certificates of designation relating to the Series B Preferred Stock, Series D Preferred Stock, Series E Prefesred Stock
and Series F Preferred Stock provide for voting rights in certain limited ciccumstances.

The terms of the Series B Preferred Stock are discussed in Note 11, and the terms of the Series D, Series E and Series F
Preferred Stock are discussed below.

Series D Preferred Stock The Series D Preferved Stock accrues dividends at a rate of 5 1/2% per annum, has an aggregate
liquidation preference of $575,000,000 and is convertible at any time into 7,059,546 shares of Class A Common Stock. The
coaversion ratio is subject to adjustment in certain circumstances.

Series E Preferred Stock. The Series E Preferred Stock accrues dividends at a rate of 7 1/2% per annum, has an aggregate
liquidation preference of $345,000,000, subject to adjustment, and is convertible at any time into shares of the Company’s Class A
Common Stock at $25.37 per share or 13,598,700 shares. All outstanding shares of Sertes E Preferred Stock were scheduled to be
converted into shares of Class A Common Stock or Noevember 15, 2004, at the then applicable conversion ratio. The conversion ratio
is based upon the prior 20-day average market price of the Company’s Class A Common Stock, subject to a minimum of 13,598,700
shares and a maximum of 16,046,500 shares at average market prices above $25.37 per share or below $21.50 per share, respectively.
Adelphia has entered into several stipulations postponing, to the extent applicable, the conversion date of both the Series E Preferred
Stock and the Series F Preferred Stock. As a result of the continuing impact of the June 2002 bankruptcy filing on the Company’s
common stock price, the Company expects that the Series E Preferred Stock would convert into the maximum number of Class A
- Common Stock shares into which the Series E Preferred Stock may be converted, to the extent such conversion was not stayed by the
commencement of the Chapter 11 Cases. Accordingly, the Company recognized a beneficial conversion feature of $2,553,500 based
upon the expected $21.50 per share conversion price on its Series E Preferred Stock. Such deemied dividend has been allocated from
the preferred stock carrying value to additional paid-in capital and has been accreted, on the interest method, through February |,
2005. The accretion of the beneficial conversion feature was $77,000, $1 059 ,000, $960,000 in 2005, 2004 and 2003, respectively, and
has been recorded as part of net loss applicable to common stockholders in the accompanying consolidated statements of operations.

Series F Preferred Stock. On January 22, 2002, and in a related transaction on February 7, 2002, Adelphia issued 23,000,000
shares of Series F Preferred Stock with a liquidation preference of $575,000,000, subject to adjustment. The Series F Preferred Stock
accrues dividends at a rate of 7 1/2% per annum and is convertible at any time into shares of the Company’s Class A Common Stock
at $29.99 per share or 19,172,800 shares. All outstanding shares of Series F Preferred Stock were scheduled to be converted into
shares of Class A Common Stock on February 1, 2005, at the then applicable conversion ratio. The cenversion ratio is based upon the
prior 20-day average market price of the Company’s Class A Commen Stock, subject to a minimum of 19,172,800 shares and a
maximum of 22,818,300 shares at average market prices above $29.99 per share or below $25.20 per share, respectively. Adelphia has
entered into several stipulations postponing, to the extent applicable, the conversion date of beth the Series E Preferred Stock and the
Series F Preferred Stock. As a result of the continuing impact of the June 2002 bankruptcy filing on the Company’s common stock
price, the Company expects that the Series F Preferred Stock would convert into the maximum number of Class A Common Steck
shares into which the Series F Preferred Stock is convertible. Accordingly, the Company recognized a beneficial conversion feature of
$16,866,000 based upon the expected $25.20 per share conversion price on its Series F Preferred Stock. Such deemed dividend has
been allocated from the preferred stock canying value to additional paid-in capital and is being accreted, on the interest method,
through February I, 2005. The accretion of the beneficial conversion feature was $506,000, $6,948,000 and $6,357,000 in 2005, 2004
and 2003, respectively, and has been recorded as part of net loss applicable to coramon stockholders in the accompanying
consolidated statements of operations.
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Note I3: Stock Compensation and Employee Benefit Plans
1998 Adelphia Long-Term Incentive Compensation Plan

During October 1998, Adelphia adopted its 1998 Long-Term Incentive Compensation Plan (the “1998 Plan™). The 1998 Plan,
which was approved by the Adelphia stockholders, provides for the granting of: (i) options which qualify as “incentive stock options”
within the meaning of Section 422 of the Internal Revenue Code; (ii) options which de not so qualify; (iii) share awards {with or
without restriction on vesting); (iv) stock appreciation rights; and (v) stock equivalent awards or phantom units. The number of shares
of Class A Common Stock authorized for issuance under the 1998 Plan is 7,500,000. Options, awards and units may be granted under
the 1998 Plan to directors, officers, employees and consultants of the Company. The 1998 Plan provides that incentive stock options
must be granted with an excrcise price of not less than the fair market value of the underlying Class A Common Stock on the date of
grant. Options outstanding under the 1998 Plan may be exercised by paying the exercise price per share through various alternative
settiement methods. Certain options granted under the 1998 Plan vested immediately and others vest over periods of up to four years.
Generally, options were granted with a purchase price equal to the fair value of the shares to be purchased as of the date of grant and
the options had a maximum term of ten years. Since 2001, no awards have been granted pursuant to the 1998 Plan and the Company
does not intend to grant any new awards pursuant to the 1998 Plan.

The following table summarizes the Company’s stoeck option activity:

2005 2004 2603
Options WAEP* Options WAEP* Opti WAEP*

9T28)

Cancelled - oy Q77250) - 43¢ 82,289):
Options outstanding,
end ofyear 2739 $ 33.89 304646 $ 4290 314374 §$ 4283

Exercnsab!a at cnd of :
. year e : 3

*WAEP represents weighted average exercise price.
The following table summarizes information about the Company’s outstanding stock options at December 31, 2005:

Options eutstanding and exercisable

Weighted average
remaining
Exercise price Number contractuat WAEP*
per share of shares life (years) per share
S Cme LT aMe L 3ss e
4425 23250 5.3 4425
ot 27396 oo 488 L o 3889

*WAEP represents weighted average exercise price.

401 (k) Employee Savings Plan

The Company sponsors a tax-quatified retirement plan governed by Section 401(k) of the Intemal Revenue Code, which
provides that eligible full-time employees may contribute up te 25% of their pre-tax compensation subject to certain limitations. For
2003, the Company made matching contributions not exceeding the lesser of $750 or 1.5% of each participant’s pre-tax compensation.
Effective January 1, 2004, the Company’s matching contribution was increased to 100% of the first 3% and 50% of the next 2% of
each participant’s pre-tax compensation. The Company recognized expense of $13,940,000, $13,941,000 and $4,294,000 during 2005,
2004 and 2003, respectively related to these contributions.
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Short-Term Incentive Plan

The Company maintains a short-term incentive plan (the “STIP™), which is a calendar-year program that provides for the
payment of annual bonuses (o certain employees of the Company based upon the satisfaction of qualitative and quantitative metrics, as
approved by the Compensation Committee of the Board. In general, in addition to certain general/area managers, full-time employees
with a title of director and above, including certain of the Company’s named executive officers, are eligible to participate in the STIP.
For 2005, 2004 and 2003, approximately 320, 350 and 300 employees, respectively, participated in the STIP. Target awards under the
STIP are based on a percentage of each participant’s base pay. Subject to the execution of a general release, in the event that an
employee’s employment with the Company is terminated by the Company for any reason other than for cause (as determined by the
plan admintstrator), such employee will be entitled to a pro rata portion paid at target of his or her STIP award for the year in which
the termination occurs. The Company recognized expense of $12,291,000, $9,614,000 and $7,353,000 during 2005, 2004 and 2003,
respectively, refated to the STIP.

Performance Retention Plan

The Company maintains the amended and restated Performance Retention Plan (the “PRP™), which serves to replace equity-
based long-term incentive plans previously maintained by the Company and to encourage key employees to remain with the Company
by providing annual cash incentive awards based on the Company’s performance during a particular year. Adelphia’s CEO and COO
do not participate in the PRP. Target awards range from 25% to 200% of a participant’s base salary, and the amount of each award is
dependent on the Company’s achievement of certain financial targets. Initial awards vest in 36 monthly installments starting at the end
of each month one year following the month in which the participant begins participation in the PRP. Subsequent awards vest in 36
monthly installments starting as of January 31 of the year immediately following the plan year in which the award was granted. The
PRP provides that, in the event of a Change in Control (as defined in the PRP), all awards (both vested and unvested) will be paid in
cash on the date of such consummation of the Change in Control. Following a change in control, the unvested portion of all awards
will be paid based on either the value established for each annual grant based on performance or 100% achievement of any unvalued
grants. The Company recognized expense of $9,752,000, $6,499,000 and $2,323,000 during 2005, 2004 and 2003, respectively,
related to the PRP.

Key Emplayee Retention Programs

On September 21, 2004, the Bankruptcy Court entered orders authorizing the Debtors to implement and adopt the Adelphia
Communications Corporation Key Employee Continuity Program (as amended, the “Stay Plan”) and the Adelphia Communications
Corporation Sale Bonus Program (as amended, the “Sale Pian™). On April 20, 2005, the Bankruptcy Court entered an order
authorizing the Debtors to implement and adopt the Adelphia Communications Cerporation Executive Vice President Continuity
Program (the “EVP Stay Plan” and, together with the Stay Plan and the Sale Plan, the “Continuity Program™), and authorized the
Executive Vice Presidents’ participation in the Sale Plan (the “EVP KERP Order”). The Continuity Program is designed to motivate
certain employees (including our named executive officers, other than the CEO and COO) to remain with the Company.

With respect to the Continuity Program, in the event that a Change in Contrel (as defined in the EVP Stay Plan, the Stay Plan
and the Sale Plan) occurs and all of the bonuses under the Continuity Program are paid, the total cost of the Continuity Program could
be approximately $33,700,000 (including approximately $1,400,000 payable under the EVP Stay Plan, $9,400,000 paid under the Stay
Plan during 2005, $19,900,000 payable under the Safe Plan (including $1,850,000 payable to certain Exccutive Vice Presidents under
the Sale Plan pursuant to the EVP KERP Order) and a $3,000,000 pool from which the CEO of Adelphia may grant additionat stay or
sale bonuses, of which $761,000 was paid as stay bonuses during 2005).

EVP Stay Plan. Subjcct to the terms of the EVP Stay Plan, certain employees of the Company with the tide of Executive Vice
President are participants in the EVP Stay Plan and are eligible to receive a cash payment in the form of a bonus if, subject to certain
limited exceptions, the participants continue their active employment with the Company from the date such participants are notified in
writing that they have been selected for coverage under the EVP Stay Plan until immediately prior to the date on which a Change in
Control (as defined in the EVP Stay Plan) occurs. The CEO establishes the amount of each participant’s stay bonus, subject to the
approval of the Compensation Committee of the Board. During the year ended December 31, 2005, the Company recognized expense
of $1,026,000 related to the EVP Stay Plan.
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Stay Plan. Subject to the termns of the Stay Plan, certain employees of the Company (other than employees who participate in
the EVP Stay Plan) received cash payments in 2005 in the form of bonuses for their continued active employment with the Company.
The CEO establishes the amount of each participant’s stay bonus, subject to the approval of the Compensation Committee of the
Board. The Company recognized expense of $6,891,000 and $3,302,000 during 2005 and 2004, respectively, refated to the Stay Plan
and additional stay bonuses.

Sale £lan. Under the terms of the Sale Plan, certain employees of the Company may be eligible to receive cash payments in
the form of a bonus if, subject to certain limited exceptions, the participants continue their active employment with the Company or its
successors until, and following, 2 Change in Control (as defined in the Sale Plan). Generally, 50% of the bonus amount will be paid to
eligible pasticipants within 10 business days of the effective date of the Change in Control and the remaining 50% of the bonus
amount will be paid te eligible participants upon a date that is within 10 business days of the six-month anniversary of such effective
date. The CEO of Adelphia has selected the participants and has established the amount of each participant’s sale bonus, and the
Compensation Committee has approved such amounts. During the year ended December 31, 2005, the Company recognized expense
of $16.003,000 related to the Sale Plan and additional sale bonuses.

Amended and Restated Severance Program

Certain employees of the Company are currently afforded severance benefits either pursuant te Adelphia’s existing severance
plan, the Amended and Restated Adelphia Communications Corporation Severance Plan (the “Severance Plan™), or pursuant to an
existing employment agreement with the Company (each an “Existing Employment Agreement™). Except for certain limited
exceptions, all full-time employees of Adelphia and certain affiliates that do not have Existing Employment Agreements are covered
by the Severance Plan, which provides for severance pay in the event of certain involuntary employment terminations without
“Cause” (as defined in the Severance Plan). The severance benefits pursuant to the Severance Plan and the Existing Employment
Agreements could cost the Company a maximum of $9,973,000, consisting of severance benefits, healthcare continuation and
relocation reimbursement expenses), if each Director-level employee, vice president (“VP”) and senior vice president (“SVP™) were to
be involuntarily separated from the Company and all eligible VPs and SVPs qualified for the maximum amount of relocation
reimbursement. Adelphia’s CEQ, COQ and EVPs are not eligible to participate in the Severance Plan. During the year ended
December 31, 2005, the Company recognized expense of $5,043,000 related to the Severance Plan.
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Note 14: Income Taxes
The Company files a consolidated federal income tax retum with all of its 80%-or-more-owned subsidiarics. Consolidated

subsidiaries in which the Company owns less than 80% each file a separate income tax return. The components of income tax
(expense) benefit are as follows (amounts in thousands):

Year ended December 31,
2005 . 2003
1346 § =
6316 i PB4
C(93,843) (5, 146) o (110,889)
(13,613) (764) (15,549)

tax{expense) benefit ' § (99,794)$ -+ 2.886' 8 (111,970

The income tax expense of certain of the Rigas Co-Borrowing Entities which are subject to income tax has been included
above. All other Rigas Co-Bomowing Entities are flow-through entities for tax puzposes and the items of income and expense are
included in the taxable income of unrelated parties. Also, no deferred tax assets or liabilities are recorded for these entities.

Income tax (expense) benefit is attributed to the following (amounts in thousands):

Year ended December 31,
2005 2004 2003
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December 31,
2005 2004

|
|
Significant components of the Company’s net deferred tax liability are as follows (amounts in thousands):

Defeived tax Tusbilities: ™ - 1 - R s S A Lo
_ Property and equipment 3 (251 117) $ (433 035)
- Intangibleasseis other.than goodwill - . - o e 4(702,013)
lnlerc_:st expense not accmcd due to bankmptcy ﬁl mg (705,322)
““Investment ES : ,. o LN (39:960)
@,171,018) (1,880332)

Deferred tax )
“Netoperating CNOL7y carryforwirds - EEI
Provision for wacollectible amounts due from thc ngas

v Famtly and ngas Famnly Enuncs ) 896 917 89[ 174

4,187,286

5,870,519
{4,715,603)
1,154916
{725416)

_..3.065
) 535): “i{T2948E)
Net deferred tax lmbxhty $ (830541) $ (725 416)
The net change in the valuation allowance for deferred tax assets is as follows (amounts in thousandsj:
December 31,
2005 2004 2003

Changemvaluauon lowancc mcluded in

@366 s

. income tax-expense i
ngas Co-Borrowmg Entmes i » » (1,247) —
. Total:change in valiation allowance:s= . 20§50 2 (32.989). 8 i (439.849Y 18- " .(291;:168)

Due to a lack of eamings history, current bankruptcy situation, and impairment eharges recognized with respect to franchise
costs and goodwill, the Company cannot rely on forecasts of future eamings as a means to realize its deferred tax assets. The
Company has determined that it is more likely than not that it will not realize certain deferred tax assets and, accordingly, has recorded
valuation allowances associated with these deferred tax assets.

During 2004, the Company re-evaluated the impact on its valuation allowance due to the timing of its reversing temporary
differences, including its policy of netting the effect of reversing temporary differences associated with customer relationship
intangible assets with intangible assets that have indefinite lives. As a result of this evaluation, the Company changed the expectations
for scheduling the expecied reversal of its defeired tax liabilities associated with these intangible assets and included in its income tax
benefit for 2004 a $166,000,000 reduction in the valuation allowances on deferred tax assets related to current expectations for the
reversal of its deferred tax liabilities.

SFAS No. 109, Accounting for Income Taxes, requires that any valuation allowance established for an acquired entity’s
deductible temporary differences at the date of acquisition that is subsequently recognized, first reduces goodwill and other noncurrent
assets refated to the acquisition and then reduces income tax expense. At December 31, 2005, the amount of the valuation allowance
for which any tax benefits recognized in future periods will be atlocated to reduce goodwill or other intangible assets of an acquired
entity is $623,812,000.
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T}le difference between the expected income tax (expense) benefit at the U S. statutory federal income tax rate of 35% and
the actual income tax (expense) benefit is as follows (amounts in thousands):

Year ended December 31,
2005 2004 2003

Expected income tax (expense) benefit at the a T FER S S
_ “statutory federal income tax rate -~ i 0§ 2) '670 475 $ 246,948
Change in valuation allowance — federal o - (96,4a11) (371, 196) (287 998)

Change iy viluation allowance <'staté i - {67406) <. {3,170
State tax (expense) benefit, net of federal (expense)

 benefit _ » (72,656) 72,394 (6,798)
income attributable to Rigas Co-Borrowing Entities .7 . 7158792 - -~ =~ w7572 R
Minority’s interest and share of losses of equity
__ affiliates

(14,186)

ffectof accotmtmg change duc 1o new.
ting propaghcement: -

on of NOL

with:no tax benefit-

- Ancome tax:(expense) benefit .

As of December 31, 2005, the Company had NOL carryforwards of approximately $11,600,000,000 and $7,905,000,000 for
federal and state income tax purposcs, respectively, expiring from 2006 to 2025. Consolidated subsidiaries in which the Company
owns less than an 80% interest had NOL carryforwards of $89,000,000 for federal and state income tax purpeses expiring from 2006
to 2024 These amounts are based on the income tax retums filed for 2004 and certain adjustments to be reflected in amended returns
that are expected to be filed for the 2004 tax year and prior periods, plus 2005 tax losses. The Company expects to file amended
federal and state income tax returns for 1999 through 2004. Such retums are subject to examination by federal and state taxing
authorities, generally, for a period of three years after the NOL carryforward is utilized.

In the event the Debtors emerge from bankruptcy: (i) NOL carryforwards are expected to be reduced or completely
eliminated by debt cancellation income that might result under the bankruptcy preceedings; (ii) other tax attributes, including the
Company’s tax basis in its property and equipment, could be reduced; and (iii) a statutory ownership change, as defined in Section 382
of the Internal Revenue Code, would occur upon issnance of new common stock to claimholders pursuant to any approved plan of
reorganization. This ownership change may limit the annual usage of any remaining tax attributes that were generated prior to the
change of ownership. The amount of the limitation will be determinable at the time of the ownership change.

The Company believes that adequate provision has been made for tax peositions that may be challenged by taxing authorities.
While it is often difficult to predict the final eutcome or the timing of resolution of any particular tax matter, the Company believes
that the reserves reflect the probable outcome of known tax contingencies. Unfavorable settlement of any particular issue would
require the use of cash. Favorable resolution could result in reduced income tax expense reported in the consolidated financial
statements in the future. The tax reserves are presented in the balance sheet within ether noncument labilities. Certain tax reserve
items may be settled through the bankruptcy process which ceuld result in reduced income tax expense reported in the consolidated
financial statements in the future.

The Company’s income tax (expense) benefit for the years ended December 31, 2005, 2004 and 2003 has been calculated
assuming the Company will continue as a going concern and does not reflect the impact the Sale Transaction may have on the
Company’s ability to utilize its NOL carryforwards or other tax attributes. If the Sale Transaction is consummated, a significant
portion of the deferred tax assets will be realized and a significant portion of the valuation allowance will be released.

Note 15: Segments

The Company’s enly reportable eperating segment is its “cable” segment. The cable segment includes the Company’s cable
system operations (including consolidated subsidiaries, equity method investments and variable interest entities) that provide the
distribution of analog and digital video programming and HSI services to customers for a monthly fee through a network of fiber optic
and coaxial cables. This segment also includes the Company’s media services (advertising sales) business. Upon the adoption of FIN
46-R on January I, 2004, the reportable cable segment also includes the operations of the Rigas Co-Borrowing Entities. See Note 5 for
additional information. The reportable cable segment includes five operating regions that have been combined as one
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reportable segment, because all of such regtons have simifar economic characteristics. The Company identifies reportable segments as
those consolidated segments that represent 10% or more of the combined revenue, net earnings or loss, or total assets of all of the
Company’s operating segments as of and for the period ended on the most recent balance sheet date presented. Operating segments
that do not meet this threshold are aggregated for segment reporting purposes within the “corporate and other” column.

Selected financial information conceming the Company’s current operating segments is presented below for the indicated
periods (amounts in thousands):

Corporate
Cable and other Eliminations Total

’usoz s

Year ended December 3l 2004 -

Reventie T - == - 40049.°8 4143388
OP"“‘"'?g_ loss 4193 _ _(165,004)
s (56,598) i :

Year ended December 31,2003 TR R i .

Revenue 3,524,021 § 4499 $ — $ 3,569,017
: R N HI20788) T S @EA01) D 2 T (148 489)

Capnal expcndnturcs (721,588) (1,933) — (723,521)

Balancc Shcet lnformallon

Fotal assets L . : . D

As of December 31, 2005 s 12 562 225 5. 3309331 S (2997,546) § 12,874,010

As'of December 31,2004 - .« - 0127584 {47 74,889:623 (4375582) - .-13,098.188

The Company did not derive more than 10% of its revenue from any one customer during 2005, 2004 or 2003. The
Company’s long-lived assets related to its foreign operations were $6,517,000 and $6,394,000, as of December 31, 2005 and 2004,
respectively. The Company’s revenue related to its foreign operations was 818,781,000, $13,412,000 and $10,159, 000 during 2005,
2004 and 2003, respectively. The Company’s assets and revenue related to its foreign operations were not significant to the
Company’s financial position or results of operations, respectively, during any of the periods presented.
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Commitments

Future minimum lease payments under noncancelable capital and operating leases as of December 31, 2003, are set forth
below (amounts in thousands):

Mini Lease C itments
Ygzr gadiag D:cmhcr 31, Capital Operating
20N R T O 2AE Y8 0 16,608 $00 720,118
1,385 16,191
Dot s 13537
) 10,837
2 i ) T St LT i ik '—' :v, . :‘.r: : 7,885
Thereafier — 30,493
Total minimum lease payments - .o . :§ 17,9938 - 99,106
Less:
- AmGunt representing interest
Total

Less current p't_)}tio'n'_’
Noncurrent portion

Subject to the approval of the Bankruptcy Coun, the Company may reject pre-petition executory contracts and unexpired
leases. As such, the Company expects that its liabilities pertaining to leases, and the related amounts, may change significantly in the
future. In addition, it is expected that, in the normal course of business, expiring leases will be renewed or replaced by leases on other
properties.

The Company rents office and studio space, tower sites, and space on utility poles under leases with terms which are
generally one to five years. Rental expense for the indicated periods is set forth below (amounts in thousands):

Year ended December 31,

52005 - . . . % - 60016
2004 _ $ 64,135
2003 _ B . $ 61160

The Company’s cable systems are typicaily constructed and operated under the authority of nonexclusive permits or
“franchises” granted by local and/or state govemnmental authorities. Franchises contain varying provisiens relating to the construction
and/or operation of cable systems, including, in certain cases, the imposition of requirements to rebuild or upgrade cable systems or to
extend the cable network to new residential developments. The Company’s franchises also typically provide for periodic payments of
fees of not more than 5% of gross revenue in the applicable franchise area to the governmental authority granting the franchise.
Additionally, many franchises require payments to the franchising authority 1o fund the construction or improvement of facihities that
are used to provide public, education and governmental (*PEG™) access channels. The Company’s minimum commitments under
franchise agreements, including the estimated cost of fulfilling rebuild, upgrade and network extension commitments, and the fixed
minimum amounts payable to franchise authorities for PEG access channels, are set forth in the following table. The amounts set forth
in the tabie below do not include the variable franchise fee and PEG commitments that are described in the paragraph following this
table (amounts m thousands):

Year ending December 31,

2006 $ 35,686
2007 $ 14,682
2008 $ 1,427
2009 hY 7,528
2010 $ 3,601
Thereafter 3 6,717

As described above, the Company is also obligated to make variable payments to franchise authorities for franchise fees and
PEG access channels that are dependent on the amount of revenue generated or the number of subscribers served within the
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applicable franchise area. Such variable payments aggregated $134,383,000, $130,073,000 and $114,725,000 during 2005, 2004 and
2003, respectively.

The Company pays programming and license fees under multi-year agreements with expiration dates rangmng through 2015,
The amounts paid under these agrecments are typically based on per customer fees, which may escalate over the term of the
agreements. In cenain cases, such per customer fees are subject to volume or channel line-up discounts and other adjustments. The
Company incurred total programming expenses of $1,166,156,000, $1,149,168,000 and $1,056,820,000 during 2005, 2004 and 2003,
respectively.

Contingencies
Reorganization Expenses due to Bankorupitcy and Professional Fees

The Company is currently aware of certain success fees that potentiaily could be paid upon the Company’s emergence from
bankruptcy to third party financial advisers retained by the Company and Committees in connection with the Chapter 11 Cases.
Currently, these success fees are estimated to be between $6,500,000 and $19,950,000 in the aggregate. In addition, pursuant to their
employment agreements, the CEO and the COO of the Company are eligible te receive equity awards of Adelphia stock with a
minimum aggregate fair value of $17,000,000 upon the Debtors’ emergence from bankruptcy. Under the employment agreements, the
value of such equity awards will be determined based on the average trading price of the post-emergence common stock of Adelphia
during the 15 trading days immediately preceding the 90% day following the date of emergence. Pursuant to the employment
agteements, these equity awards, which will be subject to vesting and trading resirictions, may be increased up to a maximum
aggregate value of $25,500,000 at the discretion of the Board. As no plan of reerganization has been confirmed by the Bankruptcy
Court, no accrual for such contingent payments or equity awards has been recorded in the accompanying consolidated financial
statements.

Letters of Credit

The Company has issued standby letters of credit for the benefit of franchise authorities and other parties, most of which have
been issued to an intermediary surety bonding company. All such letters of credit will expire no later than October 7, 2006. At
December 31, 2005, the aggregate principal amount of letters of credit issued by the Company was $82,495 000, of which
$81,605,000 was issued under the Second Extended DIP Facility and $890,000 was collateralized by cash. Letters of credit issued
under the DIP facilities reduce the amount that may be borrowed under the DIP facilities.

Litigation Matters

General The Company follows SFAS No. 5, Accounting for Contingencies, in determining its accruals and disclosures with
respect to loss contingencies. Accordingly, estimated losses from loss contingencies are accrued by a charge to income when
information avatlable indicates that it is probable that an asset had been impaired or a liability had been incurred and the amount of the
loss can be reasonably estimated. If a loss contingency ts not probable or reasonably estimable, disclosure of the loss contingency is
made in the financial statements when it is reasonably possible that a loss may be incurred.

SEC Civil Action and DoJ Investigation. On July 24, 2002, the SEC Civil Action was filed against Adelphia, certam
members of the Rigas Family and others, alleging various securities fraud and improper books and records claims arising out of
actions allegedly taken or directed by certain members of the Rigas Family who held all of the senior executive positions at Adelphia
and constituted five of the nine members of Adelphia’s beard of directors (none of whom remain with the Company).

On December 3, 2003, the SEC filed a proof of claim in the Chapter 1} Cases against Adelphia for, among other things,
penaities, disgorgement and prejudgment interest in an unspecified amount. The staff of the SEC told the Company’s advisors that its
asserted claims for disgorgement and civil penalties under vanous legal theories could amount te billions of dollars. On July 14, 2004,
the Creditors’ Committee initiated an adversary proceeding seeking, in effect, to subordinate the SEC’s claims based on the SEC Civil
Action.

On April 25, 2005, after extensive negotiations with the SEC and the U.S. Attorney, the Company entered into the Non-
Prosecution Agreement pursuant to which the Company agreed, among other things: (i) to contribute $715,000,000 in value to a fund
to be established and administered by the United States Attomey General and the SEC for the benefit of investors harmed by the
activities of prior management (the “Restitution Fund™}; (it) to continue to cooperate with the U.S. Attomey until the fater of April 25,
2007, or the date upon which all prosecutions arising out of the conduct described in the Rigas Criminal Action (as
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described below) and SEC Civil Action are final; and (iif) not to assert claims against the Rigas Family except for John . Rigas,
Timothy J. Rigas and Michael J. Rigas (together, the “Excluded Parties™), provided that Michael J. Rigas will cease to be an Excluded
Party if all currently pending criminal proceedings against him are resolved without a felony conviction on a charge involving fraud or
false statements (other than false statements to the U.S. Attorney or the SEC). On November 23, 2005, Michael I. Rigas pled guilty to
a violation of Title 47, U S Code, Section 220(¢) for making a false entry in a Company record, (in a form required to be filed with
the SEC), and on March 3, 2006, was seatenced to two years of probation, including ten months of home confinement.

The Company’s contribution to the Restitution Fund will consist of stock, future proceeds of litigation and, assuming
consummation of the Sale Transaction (or another sale generating cash of at least $10 biltion), cash. In the event of a sale generating
both stock and at least $10 billion in cash, as contemplated in the Sale Transaction, the components of the Company’s contribution to
the Restitution Fund will consist of $600,000,000 in cash and stock {with at least $200,000,000 in cash) and 50% of the first
$230,000,000 of future proceeds, if any, fram certain litigation against third parties who injured the Company. If, however, the Sale
Transaction {or another sale} is not consummated and instead the Company emerges from bankruptcy as an independent entity, the
$600,000,000 payment by the Company will consist entirely of stock in the reorganized Adelphia. Unless extended on consent of the
U.S. Attorney and the SEC, which consent may not be unreasonably withheld, the Company must make these payments on or before
the eartier of> (i) Oclober 15, 2006, (i) 120 days after cenfirmation of a stand-alone plan of reorganization; or (iii) seven days after
the first distribution of stock or cash to creditors under any plan of reorganization. The Company recorded charges of $425,600,000
and $175,000,000 during 2004 and 2002, respectively, related to the Non-Prosecution Agreement. The $425,000,000 charge is
reflected in other income (expense), net in the accompanying consolidated statement of operations for the year ended December 31,
2004.

The U.S. Attorney agreed: (i) not to prosecute Adelphia or specified subsidiaries of Adelphia for any conduct (other than
criminal tax violations) related to the Rigas Criminal Action (defined below) or the allegations contained in the SEC Civil Action,
(ii) not to use information obtained through the Company’s cooperation with the U.S. Attomey to criminally prosecute the Company
for tax violations; and (iit) to transfer to the Company all of the Rigas Co-Borrowing Entities forfeited by the Rigas Family and Rigas
Family Entities, certain specified real estate forfeited by the Rigas Family and Rigas Family Entities and any securities of the
Company that were directly or indirectly owned by the Rigas Family and Rigas Family Entities prior to forfeiture. The U.S. Attomey
agreed with the Rigas Family not to require forfeiture of Coudersport and Bucktail (which together served approximately 5,000
subscribers (unaudited) as of the date of the Forfeiture Order). A condition precedent to the Company’s obligation to make the
contribution to the Restitution Fund described in the preceding paragraph is the Company’s receipt of title to the Rigas Co-Borrowing
Entities, certain specified real estate and any securities described above forfeited by the Rigas Family and Rigas Family Entities, free
and clear of alf liens, claims, encumbrances, or adverse interests. The forfeited Rigas Co-Borrowing Entities anticipated to be
transferred to the Company (subject to completion of forfeiture procesdings before a federai judge to determine if there are any
superior claims) represent the overwhelming majority of the Rigas Co-Borrowing Entities” subscribers and value.

Also on April 25, 2005, the Company consented to the entry of a final judgment in the SEC Civil Action resolving the SEC’s
claims against the Company. Pursuant te this agreement, the Company will be permanentty enjoined from violating various provisions
of the federal securities laws, and the SEC has agreed that if the Company makes the $715,000,000 contribution to the Restitution
Fund, then the Company will not be required to pay disgorgement or a civil monetary penalty to satisty the SEC’s claims.

Pursuant to letter agreements with TW NY and Comcast, the U.S. Attorney has agreed, notwithstanding any failure by the
Company to comply with the Non-Prosecution Agreement, that it will not criminally prosecute any of the joint venture entities or their
subsidiaries purchased from the Company by TW NY or Comcast pursuant to the Purchase Agreements. Under such letter agreements,
each of TW NY and Comcast have agreed that following the closing of the Sale Transaction they will cooperate with the relevant
governmemtal autherities’ requests for information about the Company’s operations, finances and corporate governance between 1997
and confinmation of the Plan. The sole and exclusive remedy against TW NY or Comcast for breach of any obligation in the letter
agreements is a civil action for breach of contract seeking specific performance of such obligations. In additon, TW NY and Comcast
entered inte letter agreements with the SEC agreeing that upon and after the closing of the Sale Transaction, TW NY, Comcast and
their respective affiliates (including the joint venture entities transferred pursuant to the Purchase Agreements) will not be subject to,
or have any obligation under, the final judgment consented to by the Company in the SEC Civil Action.

The Non-Prosecution Agreement was subject to the approval of, and has been approved by, the Bankruptcy Court.
Adelphia’s consent to the final judgment in the SEC Civil Action was subject lo the approval of, and has been approved by, beth the
Bankruptcy Court and the District Court. Various parties have challenged and sought appellate review or reconsideration of the orders
of the Bankruptcy Court approving these settlements. The District Court affirmed the Bankruptcy Court’s approval of the
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Non-Prosecution Agreement, Adelphia’s consent to the final judgment in the SEC Civil Action and the Adelphia-Rigas Settlement
Agreement. On March 24, 2006, various parties appealed the District Court's order affirming the Bankruptcy Court's appoval to the
United States Court of Appeals for the Second Circuit (the “Second Circuit™). The order of the District Court approving Adelphia’s
consent to the final judgment in the SEC Civil Action has not been appealed. The appeals of the District Court’s approval of the

Govemnment-Rigas Sertlement Agreement (defined below) and the ereation of the Restitution Fund have been denied by the Second
Circuit.

Adelphia’s Lawsuit Against the Rigas Family. On July 24, 2002, Adelphia filed a complaint in the Bankruptcy Court against
John I. Rigas, Michael 3. Rigas, Timothy J. Rigas, James P. Rigas, James Brown, Michael C. Mulcahey, Peter L. Venetis, Doris Rigas,
Ellen Rigas Venetis and the Rigas Family Entities (the “Rigas Civil Action”). This action generally alleged the defendants
misappropriated billions of dollars from the Company in breach of their fiduciary duties to Adelphia. On November 15, 2002,
Adelphia filed an amended complaint agamst the defendants that expanded upon the facts alleged in the original complaint and alleged
violations of the Racketeering Influenced and Corrupt Osganizations (“RICO”) Act, breach of fiduciary duty, securities fraud,
fraudulent concealment, fraudulent misrepresentation, conversion , waste of corporate assets, breach of contract, unjust enrichment,
fraudulent conveyance, constructive trust, inducing breach of fiduciary duty, and a request for an accounting (the “Amended
Complaint™). The Amended Complaint sought relief in the form of, among other things, treble and punitive damages, disgorgement of
monies and securities obtained as a consequence of the Rigas Family’s improper conduct and attomeys’ fees.

On April 25, 2005, Adelphia and the Rigas Family entered into a settlement agreement with respect to the Rigas Civil Action
(the “Adelphia-Rigas Setilement Agreement’™), pursuant to which Adelphia agreed, among other things: (i} to pay $11,500,000 t0 a
legal defense fund for the benefit of the Rigas Family; (ii) to provide management services to Coudersport and Bucktail for an interim
period ending no later than December 31, 2005 (“Interim Management Services™), (iii) te indemnify Coudersport and Bucktail, and
the Rigas Family’s (other than the Excluded Parties’) interest therein, against claims asserted by the lenders under the Co-Bomrowing
Facilities with respect te such indebtedness up to the fair market value of those entities (without regard to their obligations with
respect to such indebtedness); (iv) to provide certain members of the Rigas Family with certain indemnities, reimbursements or other
protections in connection with certain third party claims arising out of Company litigation, and in connection with claims against
certain members of the Rigas Family by any of the Tele-Media Joint Ventures or Century/ML Cable; and (v) within ten business days
of the date on which the consent order of forfeiture is entered, dismiss the Rigas Civil Action, except for claims against the Excluded
Parties. The Rigas Famuly agreed: (i) to make centain tax clections, under centain circumstances, with respect to the Rigas Co-
Borrewing Entities (other than Coudersport and Bucktail); (11) to pay Adelphia five percent of the gross eperating revenue of
Coudersport and Bucktail for the Interim Management Services; and (i) to offer employment to certain Coudersport and Bucktail
employees on terms and conditions that, in the aggregate, are no less favorable to such employees (other than any employees who
were expressly exciuded by written notice to Adelphia recerved by July 1, 2005) than their terms of employment with the Company.

Pursuant to the Adelphia-Rigas Settlement Agreement, on June 21, 2005, the Company filed a dismissal with prejudice of all
claims in this action except against the Excluded Parnes.

This settlement was subject to the approval of, and has been approved by, the Bankruptcy Court. Various parties have
challenged and sought appellate review or reconsideration of the order of the Bankruptcy Court approving this settlement. The appeals
of the Bankrupticy Court’s approval remain peading.

In June 2005, the Company paid and expensed the aforementioned $11,500,000 in legal defense costs (see Note 6). The
Adelphia-Rigas Setilement Agreement releases the Company from further obligation to provide funding for legal defense costs for the
Rigas Family.

Rigas Criminal Action. In connection with an investigation conducted by the Del, on July 24, 2002, certain members of the
Rigas Family and certain alleged co-conspirators were arested, and on September 23, 2002, were indicted by a grand jury on charges
including fraud, securities fraud, bank fraud and censpiracy to commit fraud (the “Rigas Criminal Action”). On November 14, 2002,
one of the Rigas Family’s alleged co-conspirators, James Brown, pleaded guilty to one count each of censpiracy, securities fraud and
bank fraud. On January 10, 2003, another of the Rigas Family’s alleged co-conspirators, Trmothy Werth, who had not been arrested
with the others on July 24, 2002, pleaded guilty to one count each of securities fraud, conspiracy to commit securities fraud, wire fraud
and bank fraud. The trial in the Rigas Criminal Action began on February 23, 2004 in the District Court. On July 8, 2004, the jury
returned a partial verdict in the Rigas Criminal Action. John J. Rigas and Timethy J. Rigas were each found guilty of conspiracy (one
count}, bank fraud (two counts), and securities fraud (15 counts) and not guilty of wire fraud (five counts). Michael J. Mulcahey was
acquitted of all 23 counts against him. The jury found Michael J. Rigas not guilty of conspiracy and wire fraud, but remained
undecided on the securities fraud and bank fraud charges against him. On July 9, 2004, the court dectared a mistrial on the remaining
chatges against Michael J. Rigas after the jurors were unable to reach a verdict as to those charges. The
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bank fraud charges against Michael J. Rigas have since been dismissed with prejudice. On March 17, 2005, the District Court denied
the motion of John J. Rigas and Timothy J. Rigas for a new trial. On June 20, 2005, John J. Rigas and Timothy J. Rigas were
convicted and sentenced to 15 years and 20 years in prisen, respectively. John J. Rigas and Timothy J. Rigas have appealed their
convictions and sentences and remain free on bail pending resolution of their appeals. On November 23, 2005, Michael J. Rigas pled
guilty to a violation of Title 47, U.S. Code, Section 220(e) for making a false entry in 2 Company record (in a form required to be filed
with the SEC), and on March 3, 2006, was sentenced to two years of probation, including ten months of home confinement.

The indicunent against the Rigas Family included a request for entry of a money judgment in an amount exceeding
$2,500,000,000 and for entry of an order of forfeiture of all interests of the convicted Rigas defendants in the Rigas Family Entities.
On December 19, 2004, the Dol filed an application for a preliminary order of forfeiture finding John J. Rigas and Timothy J_ Rigas
jointly and severally liable for personal money judgments in the amount of $2,533,000,000.

On April 25, 2005, the Rigas Family and the U.S. Attorney entered into a settlement agreement (the “Government-Rigas
Settlement Agreement”), pursuaat to which the Rigas Family agreed to forfeit: (i) all of the Rigas Co-Borrowing Entities with the
exception of Coudersport and Bucktail; (i) certain specified real estate; and (ii1) all securities in the Company directly or indirectly
owned by the Rigas Family. The U.S. Attomey agreed: (i) not to seck additional monetary penalties from the Rigas Family, including
the request for a2 money judgment as noted above; (i1) from the proceeds of certain assets forfeited by the Rigas Family, to establish
the Restitution Fund for the purpose of providing restitution to holders of the Company’s publicly traded securities; and (iii) to
inform the District Court of this agreement at the sentencing of John I. Rigas and Timothy J. Rigas.

Pursuant to the Forfeiture Order, all right, title and interest of the Rigas Family and Rigas Family Entities in the Rigas Co-
Borrowing Entities {other than Coudersport and Bucktail), certain specified real estate and any securities of the Company were
forfeited to the United States. Such assets and securities are expected to be transferred to the Company (subject to completion of
forfeiture proceedings before a federal judge to determine if there are any superior claims) in furtherance of the Non-Prosecution
Agreement. On August 19, 2005, the Company filed a petition with the District Court seeking an order transferring title to these assets
and securities to the Company. Since that time, petitions have been filed by three lending banks, each asserting an interest in the Rigas
Co-Borrowing Entities for the purpose, according to the petitions, of protecting against the contingency that the Bankruptcy Count
approvai of certain settlement agreements is overturned on appeal. In addition, petitions have been filed by two local franchising
authorities with respect to twe of the Rigas Co-Borrowing Entities, by two mechanic’s lienholders with respect to two of the forfeited
real properties and by a school district with respect to one of the forfeited real properties. Finally, the Company’s petition asserted
claims to the forfeited properties on behalf of two subsidiaries, Century/ML Cable and Super Cable ALK International, A A.
{Venezuela), that are no longer owned by the Company. The government has requested that its next status report to the District Court
regarding the forfeiture proceedings be submitted on April 21, 2006 See Note 6 for additional information.

The Company was not a defendant in the Rigas Criminal Action, but was under investigation by the Dol regarding matters
related to alteged wrongdoing by certain members of the Rigas Family. Upon approval of the Non-Prosecution Agreement, Adelphia
and specified subsidiartes are no longer subject to criminal prosecution (other than for criminal tax violations) by the U.S. Attomey for
any conduct related to the Rigas Criminal Action or the allegations contained in the SEC Civil Action, so long as the Company
complies with its obligations under the Non-Prosecution Agreement.

Securities and Derivative Litigation. Certam of the Debtors and certain former officers, directors and advisors have been
named as defendants in a number of lawsuits alleging violations of federal and state securities laws and related claims. These actions
generally allege that the defendants made materially misleading statements understating the Company’s liabilities and exaggerating
the Company’s financial results in violation of securities faws.

In particular, beginning on April 2, 2002, various groups of plaintiffs filed more than 30 class action complaints, purportedly
on behalf of certain of the Company’s shareholders and bondholders or classes thereof in federal ceurt in Pennsylvanta. Several non-
class action lawsuits were brought on behalf of individuals or small groups eof security holders in federal courts in Pennsylvania, New
York, South Carolina and New Jersey, and in state courts in New York, Pennsylvania, California and Texas. Seven derivative suits
were also filed in federal and state courts m Pennsylvania, and four derivative suits were filed in state court in Delaware. On May 6,
2002, a notice and proposed order of dismissal without prejudice was filed by the plaintiT in one of these four Delaware derivative
actions. The remaining three Delaware derivative actions were consolidated on May 22, 2002. On February 10, 2004, the parties
stipulated and agreed to the dismissal of these consolidated actions with prejudice.

The complaints, which named as defendants the Company, certain former officers and directors of the Company and, in some
cases, the Company’s former auditors, fawyers, as well as financial nstitutions who worked with the Company, generally allege that,
among other improper statements and omissions, defendants misted investors regarding the Company’s liabilities and eamings in the
Company’s public filings. The majority of these actions assert claims under Sections 10(b) and 20(a) of the Securities
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Exchange Act of 1934 and SEC Rule 10b-5. Certan bondhelder actions assert claims for vielation of Section 11 and/or Section 12
(a) (2) of the Secunties Act of 1933 Centain of the state court actions allege various state law claims.

On July 23, 2003, the Judicial Pancl on Multidistrict Litigation issued an order transferring numerous civit actions teo the
District Court for consolidated or coordinated pre-trial proceedings (the “MDL Proceedings™).

On September 15, 2003, proposed lead plaintiffs and proposed co-lead counsel in the consolidated class action were
appointed in the MDL Proceedings. On December 22, 2003, lead plaintiffs filed a consolidated class action complaint. Motions to
dismiss have been filed by various defendants. Beginning in the spring of 2005, the court in the MDL Proceedings granted in
part various motions to dismiss relating to many of the actions, while granting leave to replead some claims. The parties continue to
brief pleading motions, and no answer to the consolidated class action complaint, or the other actions, has been filed. The consolidated
class action complaint seeks monetary damages of an unspecified amount, rescission and reasonable cests and expenses and such
other relief as the court may deem just and proper. The individual actions against the Company also seek damages of an unspecified
amount.

Pursuant to section 362 of the Bankruptcy Code, alt of the securities and derivative claims that were filed against the
Company before the bankruptcy filings are automatically stayed and not proceeding as to the Company.

The Cempany cannot predict the outcome of these proceedings or estimate the possible effects on the financial condition or
results of operations of the Company.

Acquisition Actions. After the alleged misconduct of certain members of the Rigas Family was publicly disclosed, three
actions were filed in May and June 2002 against the Company by former sharcholders of companies that the Company acquired, in
whole or in part, through stock transactions. These actions allege that the Company improperly induced these former shareholders to
enter into these stock transactions through misrepresentations and omissions, and the plaintiffs seek monetary damages and equitable
relief through rescission of the underlying acquisition transactions.

Two of these proceedings have been filed with the American Arbitration Association alleging violations of federal and state
securities laws, breaches of representations and wamranties and fraud in the inducement. One of these proceedings seeks rescission,
compensatory damages and pre-judgment relief, and the other seeks specific performance. The third action alleges fraud and seeks
rescission, damages and attorneys’ fees. This action was originally filed in a Colorado State Court, and subsequently was removed by
the Company to the United States District Court for the District of Colorade. The Colorado State Court action was closed
admuinistratively on July 16, 2004, subject to reopening if and when the automatic bankruptey stay is lified or for other good cause
shown. These actions have been stayed pursuant to the automatic stay provisions of section 362 of the Bankruptcy Code.

The Company cannot predict the outcome of these proceedings or estimnate the possible effects on the financial condition or
results of operations of the Company.

Equity Committee Shareholder Litigation. Adelphia is a defendant in an adversary proceeding in the Bankruptcy Court
consisting of a declaratory judgment action and a motion for a preliminary injunction brought on January 9, 2003 by the Equity
Committee, secking, among other retief, a declaration as to how the shares owned by the Rigas Family and Rigas Family Entities
would be voted should a consent solicitation te elect members of the Board be undertaken. Adelphia has opposed such requests for
relief.

The claims of the Equity Commuitiee are based on shareholder rights that the Equity Committee asserts should be recognized
even in bankruptey, coupled with continumng claims, as of the filing of the lawsuit, of historical connections between the Board and the
Rigas Family. Motions to dismiss filed by Adelphia and others are fully briefed in this action, but no argument date has been set. if
this action survives these motions to dismiss, resolution of disputed fact issues will occur in twe phases pursuant 16 a schedule set by
the Bankruptcy Court. Determinations regarding fact questions relating to the conduct of the Rigas Family will not occur until, ata
minimum, after the resolution of the Rigas Criminal Action.

Nao pleadings have been filed in the adversary proceeding since September 2003

The Company cannot predict the outcome of these proceedings or estimate the possible effects on the financial condition or
results of operations of the Company.

ML Media Litigation. Adelphia and ML Media have been involved in a Jongstanding dispute conceming Century/ML Cable’s
management, the buy/sell rights of ML Media and various other matters.
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In March 2000, ML Media brought suit against Century, Adelphia and Arahova Communications, Inc. (“Arahova™) in the
Supreme Court of the State of New York, seeking, among other things: (i) the dissolution of Century/ML Cable and the appointment
of a recetver to sell Century/ML Cable’s assets; {ii) if no receiver was appointed, an order authorizing ML Media to conduct an
auction for the sale of Century/ML Cable’s assets to an unrelated third party and enjoining Adelphia from interfering with or
participating in that process, (ii1) an order directing the defendants to comply with the Century/ML Cable joint venture agreement with
respect to provisions relating te governance matters and the budget process; and (iv) compensatery and punitive damages. The parties
negotiated a consent order that imposed various consultative and reporting requirements on Adelphia and Century as well as
restrictions ou Century’s ability to make capital expenditures without ML Media’s approval. Adeiphia and Century were held in
contempt of that order in early 2001.

In connection with the December 13, 2001 settlement of the abave dispute, Adelphia, Century/ML Cable, ML Media and
Highland, entered into the Recap Agreement, pursuant te which Century/ML Cable agreed to redeemn ML Media’s 50% interest in
Century/ML Cable on or before September 30, 2002 for a purchase price between $275,000,000 and $279,800,000 depending on the
timing of the Redemption, plus interest. Among other things, the Recap Agreement provided that: (i) Highland would arrange debt
financing for the Redemption; (31) Highland, Adelphia and Century would jointly and severally guarantee debt service on debt
financing for the Redemption on and after the closing of the Redemption; and (iii) Highland and Century would own 60% and 40%
interests, respectively, in the recapitalized Century/ML Cable. Under the terms of the Recap Agreement, Century’s 50% interest in
Century/ML Cable was pledged to ML Media as collateral for the Company’s obligations.

On September 30, 2002, Century/ML Cable filed a voluntary petition to reorganize under Chapter 11 in the Bankruptcy
Court. Century/ML Cable was operating its business as a debtor-in-possession.

By an order of the Bankruptcy Court dated September 17, 2003, Adelphia and Century rejected the Recap Agreement,
effective as of such date. If the Recap Agreement is enforceable, the effect of the rejection of the Recap Agreement is the same as a
pre-petition breach of the Recap Agreement. Therefore, Adelphia and Century are potentially exposed to “rejection damages,” whlch
may include the revival of ML Media’s claims under the state court actions described above.

Adelphia, Century, Highland, Century/ML Cable and ML Media are engaged in litigation regarding the enforceability of the
Recap Agreement. On April 15, 2004, the Bankruptcy Court indicated that it would dismiss all counts of Adelphia’s challenge to the
enforceability of the Recap Agreement except for its allegation that ML Media aided and abetted a breach of fiduciary duty in
connection with the execution of the Recap Agreement. The Bankruptcy Court also mndicated that it would allow Century/ML Cable’s
counterclaim to avoid the Recap Agreement as a constructive fraudulent conveyance to proceed.

ML Media has alleged that it is entitled to elect recovery of either $279,800,000, plus costs and interest in exchange for its
mterest in Century/ML Cable, or up to the difference between $279 800,000 and the fair market value of its interest in Century/ML
Cable, plus costs, interest and revival of the state court claims described above. Adelphia, Century and Century/ML Cable have
disputed ML Media’s claims, and the Plan contemplates that ML Media will receive no distribution until such dispute is resolved.

On June 3, 2005, Century entered mto the IAA, pursuant to which Century and ML Media agreed to self their interests in
Century/ML Cabte for $520,000,000 {subject to potential purchase price adjustments as defined in the IAA) to San Juan Cable. On
Aupust 9, 2005, Century/ML Cable filed the Century/ML Plan and the Century/ML Disclosure Statement with the Bankruptcy Court.
On August 18, 2005, the Bankruptcy Court approved the Century/ML Disclosure Statement. On September 7, 2003, the Bankruptcy
Court confiwmed the Century/ML Plan, which is designed to satisfy the conditions of the IAA with San Juan Cable and provides that
all third-party claims will erther be paid i full or assumed by San Juan Cable under the terms set forth in the IAA. On October 31,
2005, the Century/ML Sale was consummated and the Century/ML Plan became effective. Neither the Century/ML Sale nor the
effectiveness of the Century/ML Plan resolves the pending litigation among Adelphia, Century, Highland, Century/ML Cable and ML
Media. Pursuant to the IAA and the Century/ML Plan, Adelphia was granted control ever Century/ML Cable’s counterclaims in the
litigation. Adelphia has since withdrawn Century/ML Cable’s counterclaim to avoid the Recap Agreement as a constructive fraudulent
conveyance. On November 23, 2005, Adelphia and Century filed their first amended answer, affirmative defenses and counterclaims.
On January 13, 2006, ML Media replied to Adelphia’s and Century’s amended counterclaims and moved for summary judgment
against Adelphia and Century on both Adelphia’s and Century’s remaining counterclaims and the issue of Adelphia’s and Centugy’s
Liability. Adelphia and Century filed their response to ML Media’s summary judgment motion, as well as cross-motions for summary
judgment, on March 13, 2006,

On March 9, 2006, Highland filed a motion to withdraw the reference, which, if granted, would uansfer the litigation among
Adelphia, Century, Highland, Century/M1. Cable and ML Media from the Bankruptcy Court to the District Court.
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On March 16, 2006, the Bankruptcy Court stayed all discovery for 30 days (except for certain expert depositions). Adelphia
and Century have the right to seek to renew the stay.

The Bankruptcy Court has tentatively scheduled trial to begin on June 26, 2006.

The Company cannot predict the outcome of these proceedings or estimate the possible effects on the financial condition or
results of operations of the Company.

The X Clause Litigation. On December 29, 2003, the Ad Hoc Committee of holders of Adelphia’s 6% and 3.25% convertible
subordinated notes (collectively, the “Subordinated Notes™), together with the Bank of New York, the indenture trustee for the
Subordinated Notes (collectively, the “X Clause Plaintiffs™}, commenced an adversary proceeding against Adelphia in the Bankruptcy
Court. The X Clause Plaintiffs’ complaint sought a judgment declaring that the subordination provisions in the indentures for the
Suboerdinated Notes were not applicable to an Adelphia plan of reorganization in which constituents receive common stock of
Adelphia and that the Subordinated Notes are entitled to share pan passu in the distribution of any common stock ef Adelphia given to
holders of senior notes of Adelphia.

The basis for the X Clause Plantiffs’ elaim is a provision in the applicable indentures, commonly known as the “X Clause,”
which provides that any distributions under a plan of reorganization comprised solely of “Permitted Junior Securities” are not subject
to the subordination provision of the Subordinated Notes indenture. The X Clause Plaintiffs asserted that, under their interpretation of
the applicable indentures, a distribution of a single class of new common stock of Adelphia would meet the definition of “Permitted
Junior Securities” set forth in the indentures, and therefore be exempt from subordination.

On February 6, 2004, Adelphia filed its answer to the complaint, denying all of its substantive allegations. Thereafter, both
the X Clause Plaintiffs and Adelphia cross-moved for summary judgment with both parties arguing that their interpretation of the X
Clause was correct as a matter of law. The indenture trustee for the Adelphia senior notes also intervened in the action and, like
Adelphia, moved for summary judgment arguing that the X Clause Plaintiffs were subordinated to holders of senior notes with respect
to any distribution of common stock under a plan of reorganization. In addition, the Creditors’ Committee also moved to intervene
and, thereafter, moved to dismiss the X Clause Plaintiffs’” complaint on the grounds, among ethers, that it did not present a justiciable
case or controversy and therefore was not ripe for adjudication. In a written deciston, dated Aprit 12, 2004, the Bankruptcy Court
granted the Creditors” Commitiee’s motion to dismiss without ruling on the merits of the various cross-motions for summary
judgment. The Bankruptcy Court’s dismissal of the action was without prejudice to the X Clause Plaintiffs’ right to bring the action at
a later date, if appropriate.

Subsequent to entering into the Sale Transaction, the X Clause Plaintiffs asserted that the subordination provisions in the
indentures for the Subordinated Notes also are not applicable to an Adelphia plan of reorganization in which constituents recerve
TWC Class A Common Stock and that the Subordinated Notes would therefore be entitled to share pari passu in the distribution of
any such TWC Class A Common Stock given to holders of senior notes of Adelphia. The indenture trustee for the Adelphia senior
notes (the “Senior Notes Trustee™), together with certain other constituents, disputed this position.

On December 6, 2005, the X Clause Plaintiffs and the Debtors jointly filed a motion seeking that the Bankrupicy Court
establish a pre-confirmation process for interested parties to litigate the X Clause dispute (the “X Clause Litigation Motion™). By erder
dated January 11, 2006, the Bankruptcy Court found that the X Clause dispute was ripe for adjudication and directed interested parties
to litigate the dispute prior to plan confirmaiion (the “X Clause Pre-Confirmation Litigation™). A hearing on the X Clause Pre-
Confinmation Litigation was held on March 9 and 10, 2006. The matter is now under review by the Bankruptcy Court.

The Company cannot predict the outcome of these procecdings or estimate the possible effects on the financial condition or
resulis of operations of the Company.

| Verizon Franchise Transfer Litigation. On March 20, 2002, the Company commenced an action (the “California Cablevision
Action”) in the United States District Court for the Central District of California, Westem Division, secking, among other things,
declaratory and injunctive relief precluding the City of Thousand Oaks, California (the “City”) from denying permits on the grounds
that the Company failed to seek the City’s prior approval of an asset purchase agreement (the “Asset Purchase Agreement™), dated
December 17, 2001, between the Company and Verizon Media Ventures, Inc. d/b/a Verizon Americast (“Verizon Media Ventures™).
Pursuant to the Asset Purchase Agreement, the Company acquired certain Verizon Media Ventures cable equipment and network
system assets (the “Verizon Cable Assets™) located in the City for use in the operation of the Company’s cable business in the City.

On March 25, 2002, the City and Ventura County (the “County™) commenced an action (the “Thousand Oaks Action™)
against the Company and Verizon Media Ventures in California State Court alleging that Verizon Media Ventures’ enury into the
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Asset Purchase A greement and conveyance of the Verizon Cable Assets constituted a breach of Verizon Media Ventures” cable
franchises and that the Company’s participation in the transaction amounted to actionable tortious interference with those franchises.
The City and the County sought injunctive relief to halt the sale and transfer of the Verizon Cable Assets pursuant to the Asset
Purchase Agreement and to compel the Company to treat the Verizon Cable Assets as a separate cable system.

On March 27, 2002, the Company and Verizon Media Ventures removed the Thousand Oaks Action to the United States
District Court for the Central Dustrict of California, where 1t was consolidated with the California Cablevision Action.

On Aprif 12, 2002, the district court conducted a hearing on the City’s and County’s application for a preliminary injunction
and, on April 15, 2002, the district court tssued a temporary restraining order in part, pending entry of a further order. On May 14,
2002, the district court issued a prefiminary injunction and entered findings of fact and conclusions of law in support thereof (the
“May 14, 2002 Order”). The May 14, 2002 Order, among other things: (i} enjoined the Company from integrating the Company’s and
Verizon Media Ventures’ system assets serving subscribers in the City and the County; (ii) required the Company to retumn
“ownership” of the Verizon Cable Assets to Verizon Media Ventures except that the Company was permitted to continue to “manage”
the assets as Verizon Media Ventures” agent to the extent necessary to avoid disruption tn services until Verizon Media Ventures
chose to reenter the market or sell the assets; (iti) prohibited the Company from eliminating any programming options that had
previously been selected by Verizon Media Ventures or from raising the rates charged by Verizon Media Ventures; and (iv) required
the Company and Verizon Media Ventures to grant the City and/or the County access to system records, contracts, personnel and
facilities for the purpose of conducting an inspection of the then-current “state of the Verizon Media Ventures and the Company
systems” in the City and the County. The Company appealed the May 14, 2002 Order and, on April 1, 2003, the U_S. Court of
Appezls for the Ninth Circuit reversed the May 14, 2002 Order, thus removing any restrictions that had been imposed by the district
court against the Company’s integration of the Verizon Cable Assets and remanded the actions back te the district court for further
proceedings.

In September 2003, the City began refusing to grant the Company’s construction permit requests, claiming that the Company
could not integrate the acquired Verizon Cable Assets with the Company’s existing cable system assets because the City had not
approved the transaction between the Company and Verizon Media Ventures, as allegedly required under the City’s cable ordinance.

Accordingly, on October 2, 2003, the Company filed a motion for a preliminary injunction in the district court seeking to
enjoin the City from refusing to grant the Company’s construction permit requests. On November 3, 2003, the district court granted
the Company’s motion for a preliminary injunction, finding that the Company had demonstrated “a strong likelihood of success on the
merits.” Thereafter, the parties agreed to informally stay the litigation pending negotiations between the Company and the City for the
Company's renewal of its cable franchise, with the intent that such negotiations would alse lead to a settlement of the pending
litigation. However, on September 16, 2004, at the City’s request, the court set certain procedural dates, including a trial date of
July 12, 2005, which has effectively re-opened the case to active litigation. Subsequently, the July 12, 2005 trial date was vacated
pursuant to a stipulation and order. On July 11, 2005, the district court referred the matter to a United States magistrate judge for
settlement discussions. A settfement conference was held on October 20, 2005, before the magistrate judge On February 21, 2006, the
Bankruptcy Court approved a settlement between the Company and the City that resolves the pending litigation and all past franchise
non-compliance issues. Pursuant to the settfement, the parties filed a stipulation that dismissed with prejudice the Thousand Oaks
Action as it pertained to the City. On March 27, 2006, the Bankruptcy Court approved a settlement between the Company and the
County that resolves the pending liigation and all past franchise non-compliance issues. Pursuant to the setilement, the parties will file
a stipulation that dismisses, with prejudice, the Thousand Oaks Action as it pertains to the County.

Dibbern Adversary Proceeding. On or about August 30, 2002, Gerald Dibbern, individualty and purportedly on behalf of a
class of similarly situated subscribers nationwide, commenced an adversary proceeding in the Bankruptcy Court against Adelphia
asserting claims for violation of the Pennsylvania Consumer Protection Law, breach of contract, fraud, unjust enrichment, constructive
trust, and an accounting. This complaint alleges that Adelphia charged, and continues to charge, subscribers for cable set-top box
equipment, including set-top boxes and remote controls, that is unnecessary for subscribers that receive only basic cable service and
have cable-ready televisions. The complaint further alleges that Adelphia failed to adequately notify affected subscribers that they no
fonger needed te rent this equipment. The complaint seeks a number of remedies including treble money damages under the
Pennsylvania Consumer Protection Law, declaratory and injunctive relief, imposition of a constructive trust on Adelphia’s assets, and
punitive damages, together wiih costs and attorneys’ fees.

On or about December 13, 2002, Adelphia moved to dismiss the adversary proceeding on several bases, including that the
complaint fails to state a ciaim for which relief can be granted and that the matters alleged therein should be resolved in the claims
process. The Bankruptcy Court granted Adetphia’s motion to dismiss and dismissed the adversary proceeding on May 3, 2005. In
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the Bankruptcy Court, Mr. Dibbem has also objected to the provisional disallowance of his proofs of claim, which comprised a
portion of the Bankruptcy Court’s May 3, 2005 order. Mr. Dibbern appealed the May 3, 2005 order dismissing adversary proceedings
to the District Court. In an August 30, 2005 decision, the District Court affirned the dismissal of Mr. Dibbern’s claims for violation of
the Pennsylvania Consumer Protection Law, a constructive trust and an accounting, but reversed the dismissal of Mr. Dibbern’s
breach of contract, fraud and unjust enrichment claims. These three claims will proceed in the Bankruptcy Court. Adelphia filed its
answer on October 14, 2005 and discovery commenced. On March 15, 2006, the Debtors moved the Bankruptcy Court for an order
staying discovery in several adversary proceedings, including the Dibbem adversary proceeding. On March 16, 2006, the Bankruptcy
Court granted the order staying discovery in the Dibbern adversary proceeding.

On January 17, 2006, the Debtors filed their tenth omnibus claims objection te certain claims, including claims filed by
Dibbemn totaling more than $7.9 billion (including duplicative claims). Through the objections, the Debtors sought to disallow and
expunge each of the Dibbem claims. On February 23, 2006, Dibbemn responded to the Debtors’ objections and requested that the
Bankruptcy Court require the Debtors to establish additional reserves for Dibbem’s claims or te reclassify the clamms as claims against
the operating companies.

The Company cannot predict the outcome of these proceedings or estimate the possible effects on the ftnancial condition or
results of operations of the Company.

Tele-Media Examiner Motion. By motion filed in the Bankruptcy Court en August 5, 2004, Tele-Media Corporation of
Delaware (“TMCD™) and certain of its affiliates sought the appointment of an examiner for the following Debtors: Tele-Media
Company of Tri-States, L.P., CMA Cablevision Associates VII, L.P., CMA Cablevision Associates X1, L.P_, TMC Holdings
Corporation, Adelphia Company of Western Connecticut, TMC Holdings, LLC, Tele-Media Investment Limited Partnership, L. P,
Eastern Virginia Cablevision, L.P., Tele-Media Company of Hopewell Prince George, and Eastern Virginia Cablevision Holdings,
LLC (collectively, the “FV Entities”). Among other things, TMCD alleged that management and the Board breached their fiduciary
obligations to the creditors and equity holders of those entities. Consequently, TMCD sought the appointment of an examiner to
investigate and make recommendations to the Bankruptcy Court regarding various issues related to such entities.

On April 14, 2005, the Debtors filed a motion with the Bankruptcy Court secking approval of a global settlement agreement
(the “Tele-Media Settlement Agreement”) by and among the Debtors and TMCD and certain of tts affiliates (the “Tele-Media
Parties™), which, among other things: (i) transfers the Tele-Media Parties’ ownership interests in the JV Entities to the Debtors,
leaving the Debtors 100% ownership of the JV Entities; (ii) requires the Debtors to make a sertlement payment to the Tele-Media
Parties of $21,650,000; (i) resolves the above-mentioned examiner motion; (iv) settles two pending avoidance actions brought by the
Debtors against certain of the Tefe-Media Parties; (v) reconciles 691 separate proofs of claim filed by the Tele-Media Parties, thereby
allowing claims worth approximately $5,500,000 and disallowing approximately $1.9 biltion of claims; (vi} requires the Tele-Media
Parties to make a $912,500 payment 1o the Debtors related to workers’ compensation policies; and (vit) effectuates mutual releases
between the Debtors and the Tele-Media Parties. The Tele-Media Settlement Agreement was approved by an order of the Bankruptcy
Court dated May 11, 2005 and closed on May 26, 2005.

Creditors” Commiittee Lawsuit Against Pre-Petition Banks. Pursuant to the Bankruptcy Court order approving the DIP
Facility (the “Final DIP Order”), the Company made certain acknowledgments (the “Acknowledgments”) with respect to the extent of
its indebtedness under the pre-petition credit facilities, as well as the validity and extent of the ltens and claims of the lenders under
such facilities. However, given the circumstances surrounding the filing of the Chapter 11 Cases, the Final DIP Order preserved the
Debtors’ right to prosecute, among other things, aveidance actions and claims against the pre-petition lenders and to bring itigation
against the pre-petition lenders based on any wiongful conduct. The Final DIP Order also provided that any official committee
appointed in the Chapter 11 Cases would have the right to request that it be granted standing by the Bankruptcy Court to challenge the
Acknowledgments and to bring claims belonging te the Company and its estates against the pre-petition lenders.

Pursuant te a stipulation dated July 2, 2003, among the Debtors, the Creditors” Committee and the Equity Committee, the
parties agreed, subject to approval by the Bankruptcy Court, that the Creditors” Committee would have derivative standmng to file and
prosecute claims against the pre-petition lenders, on behalf of the Debtors, and granted the Equity Commitiee leave to seek to
intervene in any such action. This stipulation alse preserves the Company’s ability to compromise and settle the claims against the
pre-petition leaders. By motion dated July 6, 2003, the Creditors” Committee moved for Bankruptcy Court approval of this stipulation
and simultaneously filed a complaint (the “Bank Complaint™) against the agents and lenders under certain pre-petition credit facilities,
and related entities, asserting, among other things, that these entities knew of, and participated in, the alleged improper actions by
certain members of the Rigas Family and Rigas Family Entities (the “Pre-petition Lender Litigation”). The Debtors are nominal
plaintifts m this action.
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The Bank Complaint contains 52 claims for relief to redress the claimed wrongs and abuses committed by the agents, lenders
and other entitics. The Bank Complaint seeks to, among other things: (i) recover as fraudulent transfers the principal and interest paid
by the Company to the defendants; (it) avoid as fraudulent obligations the Company’s obligations, if any, to repay the defendants;
(iit) recover damages for breaches of fiduciary duties to the Company and for aiding and abetting fraud and breaches of fiduciary
duties by the Rigas Family, (iv) equitably disallow, suberdinate or recharacterize each of the defendants’ claims in the Chapter 11
Cases; (v) avoid and recover certain allegedly preferential transfers made to certain defendants; and (vi) recover damages for
violations of the Bank Holding Company Act. Numerous motions seeking to defeat the Pre-petition Lender Litigation were filed by
the defendants and the Bankruptcy Court held a hearing on such issues. The Equity Committee filed a motion seeking autherity to
bring an intervenor complaint (the “Intervenor Complaint™) against the defendants seeking to, among other things, assert additional
contract claims against the investment banking affiliates of the agent banks and claims under the RICO Act against various defendants
(the “Additional Claims™).

On October 3 and November 7, 2003, certain of the defendants filed both objections te approval of the stipulation and
motions to dismiss the bulk of the claims for relief contained n the Bank Complaint and the Intervenor Complaint. The Bankruptcy
Court heard oral argument on these objections and motions on December 20 and 21, 2604. In 2 memorandum decision dated
August 30, 2005, the Bankruptcy Court granted the motion of the Creditors” Committee for standing to prosecute the claims asserted
by the Creditors’ Committee. The Bankruptcy Court also granted a separate motion of the Equity Committee to file and prosecute the
Additional Claims on behalf of the Debtors. The meotions to dismiss are still pending. Subsequent to issuance of this decision, several
defendants filed, among other things, motiens to transfer the Pre-petition Lender Litigation from the Bankruptcy Court to the District
Court. By order dated February 9, 2006, the Pre-petition Lender Litigation was transfemred to the District Court, except with respect to
the pending motions to dismiss.

The Company cannot predict the outcome of these proceedings or esumate the possible effects on the financial condition or
results of operations of the Company.

Non-Agent Banks® Declaratory Judgment. By complaint dated September 29, 2005, certain non-agent pre-petition lenders of
the Debtors sought a declaratory judgment against the Debtors in the Bankrupicy Court seeking, among other things, the enforcement
of asserted indemnification rights and rights to fees and expenses. The non-agent pre-petition lenders subsequently withdrew their
complaint.

Devon Mobile Claim. Pursuant to the Agreement of Limited Partnership of Devon Mobile Communications, L P, a Delaware
limited partnership (“Devon Mobile™), dated as of November 3, 1995, the Company owned a 49.9% limited partnership interest in
Devon Mobile, which, through its subsidiaries, held licenses to operate regional wireless telephone businesses in several states. Devon
Mobile had certain business and contractual relationships with the Company and with former subsidiaries or divisions of the
Company, that were spun off as TelCove in January 2002.

In late May 2002, the Company notified Devon G.P_, Inc. (“Devon G.P.”}, the general partner of Devon Mobile, that it would
likely terminate certain discretionary operational funding to Devon Mobile. On August 19, 2002, Devon Mobile and certain of its
subsidiaries filed voluntary petitions for relief under Chapter 11 of the Bankruptcy Code with the United States Bankruptcy Court for
the District of Delaware (the “Deven Mobile Bankruptcy Court™).

On January 17, 2003, the Company filed proofs of claim and interest against Devon Mobile and its subsidiaries for
approximately $129,000,000 in debt and equity claims, as well as an additional claim of approximately $35,000,000 relating te the
Company’s guarantee of certain Devon Mebile obligations {collectively, the “Company Claims”). By order dated October 1, 2003, the
Devon Mobile Bankruptcy Court confirmed Devon Mobile’s First Amended Joint Plan of Liquidation (the “Devon Plan™). The Devon
Plan became effective on October 17, 2003, at which time the Company’s limited parinership interest in Devon Mobile was
extinguished. Under the Devon Plan, the Devon Mobile Communications Liquidating Trust (the “Devon Liquidating Trust™)
succeeded to all of the nights of Deven Mobile, including prosecution of causes of action against Adelphia.

On or about January 8, 2004, the Devon Liquidating Trust filed proofs of claim in the Chapter 11 Cases seeking, in the
aggregate, approximately $100,000,000 in respect of, ameng other things, certain cash transfers alleged to be either preferential or
fraudulent and claims for deepening insolvency, alter ego liability and breach of an alleged duty te fund Devon Mabile operations, all
of which arose prior to the commencement of the Chapter 11 Cases (the “Devon Claims™). On June 21, 2004, the Devon Liquidating
Trust commenced an adversary proceeding in the Chapter 1 Cases (the “Devon Adversary Proceeding”) through the filing of 2
compiaint (the “Devon Complaint”) which incorporates the Devon Claims. On August 20, 2004, the Company filed an answer and
counterclaim in response to the Devon Complaint denying the allegations made in the Devon Complaint and asserting various
counterclaims agamst the Devon Liquidating Trust, which encompassed the Company Claims. On November 22, 2004, the
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Company filed a motion for feave (the “Motion for Leave™) to file a third party complaint for contribution and indemnification against
Devon G P. and Lisa-Gaye Shearing Mead, the sole owner and President of Devon G P. By endorsed order entered January 12, 2005,
Judge Robert E. Gerber, the judge presiding over the Chapter 11 Cases and the Devon Adversary Proceeding, granted a recusal
request made by counsel to Devon G .P. On January 21, 2005, the Devon Adversary Proceeding was reassigned from Judge Gerber to
Judge Cecelia G. Morris. By an order dated April 5, 2005, Judge Morris denied the Motion for Leave and a subsequent motion for
reconsideration.

Discovery closed and the parties filed cross-motions for summary judgment. On March 6, 2006, the Bankruptcy Court issued
a memonandum decision granting Adelphia summary judgment on all counts of the Devon Comglaint, except for the fraudulent
conveyance/breach of limited partnership claim. The Bankruptcy Court denied, in its entirety, the summary judgment motion filed by
the Devon Liquidating Trust. Triat is scheduled to begin April 17, 2006.

The Company cannot predict the outcome of these proceedings or estimate the possible effects on the financial condition or
results of operations of the Company.

NFHLP Claim. On January 13, 2003, Niagara Frontier Hockey, L.P., a Delaware limited partnership owned by the Rigas
Family (“NFHLP”) and certain of its subsidiaries (the “NFHLP Debtors™) filed voluntary petitions to reorganize under Chapter 11 in
the United States Bankruptcy Court of the Western District of New York (the “NFHLP Bankruptcy Court™) seeking protection under
the U. S bankruptey faws. Certain of the NFHLP Debtors entered into an agreement dated March 13, 2003 for the sale of certain
assets, including the Buffalo Sabres National Hockey League team, and the assumption of certain liabilities. On October 3, 2003, the
NFHLP Bankruptcy Court approved the NFHLP joint plan of liquidation. The NFHLP Debtors filed a complaint, dated November 4,
2003, against, among others, Adelphia and the Creditors” Committee seeking te enforce certain prior stipulations and orders of the
NFHLP Bankruptcy Court against Adelphia and the Creditors” Committee relaied to the waiver of Adelphia’s right to participate in
certain sale proceeds resulting from the sale of assets. Certain of the NFHLP Debtors’” pre-petition tenders, which are also defendants
in the adversary proceeding, have filed cross-complaints against Adelphia and the Creditors’ Committee asking the NFHLP
Bankruptcy Court to enjoin Adelphia and the Creditors” Committee from prosecuting therr claims against those pre-petition lenders.
Although proceedings as to the complaint itself have been suspended, the parties have continued w Hitigate the cross-complaints.
Discovery closed on November 1, 2005 and motions for summary judgment were filed on January 24, 2006, with additional briefing
on the motions to follow.

The Company cannot predict the outcome of these proceedings or estimate the possible 2ffects on the financial condition er
results of operations of the Company.

Adelphia’s Lawsuit Against Deloitte. On November 6, 2002, Adelphia sued Deloitte & Touche LLP (“Delottte”™), Adelphia’s
former independent auditors, in the Court of Common Pleas for Philadelphia County. The lawsuit seeks damages against Deloitte
based on Deloitte’s alleged failure to conduct an audit in compliance with generally accepted auditing standards, and for providing an
optnion that Adelphia’s financial statements conformed with GAAP when Deloitte allegedly knew or should have known that they did
not conform. The complaint further alleges that Deloitte knew or should have known of alleged misconduct and misappropriation by
the Rigas Family, and other alleged acts of self-dealing, but failed to report these alleged misdeeds to the Board or others who could
have and would have stopped the Rigas Family’s misconduct. The complaint raises claims of professional neghigence, breach of
contract, aiding and abetting breach of iduciary duty, fraud, negligent misrepresentation and contribution.

Deloitte filed preliminary ebjections secking to dismiss the complaint, which were overruled by the court by order dated
June 11, 2003. On September 15, 2003, Deloitte filed an answer, a new matter and various counterciaims n response to the complaint.
In its counterclaims, Deloitte asserted causes of action against Adelphia for breach of contract, fraud, negligent misrepresentation and
contribution. Alse on Sepiember 15, 2003, Deloitte filed a related complaint naming as additional defendants John 1. Rigas, Timothy
J. Rigas, Michael }. Rigas, and James P. Rigas. In this complaint, Deioitte alleges causes of action for fraud, negligent
misrepresentation and contribution. The Rigas defendants, in turn, have claimed a right to contribution and/or indemnity from
Adelphia for any damages Deloitte may recover against the Rigas defendants. On January 9, 2004, Adelphia answered Deloitte’s
counterclaims. Deloitte moved to stay discovery in this action until completion of the Rigas Criminal Action, which Adelphia
opposed. Following the motion, discovery was effectively stayed for 60 days but has now commenced. Deloitte and Adelphia have
exchanged documents and have begun substantive discovery. On December 6, 2005, the court extended the discovery deadline to
June 5, 2006 and ordered that the case be ready for trial by October 2, 2006.

The Company cannot predict the outcome of these proceedings or estimate the possible ¢ffects on the financial condition or
results of operations of the Company.
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Arahova Motions. Substantial disputes exist between creditors of differemt Debtors that principally affect the recoveries to the
holders of certain notes due September 15, 2007 issued by FrontierVision Holdings, L.P., an indirect subsidiary of Adelphia, and the
creditors of Arahova and Adelphia (the “Inter-Creditor Dispute™). On November 7, 2005, the ad hoc commitice of Arahova
noteholders (the “Arahova Noteholders” Commitiee”) filed four emergency motions for relief with the Bankrupicy Court seeking,
among other things, to: (i} appeint a trustee for Arahova and its subsidiaries (collectively, the “Arahova/Century Debtors™) wheo
may not receive payment in full under the Plan or, altematively, appoint independent officers and directors, with the assistance of
separately retained counsel, to represent the Arahova/Century Debtors in connection with the Inter-Creditor Dispute; (i) disqualify
Willkie Farr & Gallagher LLP (“WF&G”) from representing the Arahova/Century Debtors in the Chapter 11 Cases and the balance of
the Debtors with respect to the Inter-Creditor Dispute; (iii) terminate the exclusive periods during which the Arahova/Century Debtors
may file and solicit acceptances of a Chapter 11 plan of reorganization and related disclosure statement (the previous three motions,
the “Arahova Emergency Motions™), and (iv) authorize the Arahova Notcholders” Committee to file confidential supplements
containing certain information. The Bankruptcy Court held a sealed hearing on the Arahova Emergency Motions on January 4, S and
6, 2006.

Pursuant to an order dated January 26, 2006 (the “Arahova Order”), the Bankruptcy Court: (i) denied the motion to terminate
the Arahova/Century Debtors® exclusivity; (i1) denied the motion to appoint a trustee for the Arahova/Century Debtors, or,
alternatively, to require the appointment of nonstatutory fiduciaries; and (iii) granted the motion for an order disqualifying WF&G
from representing the Arahova/Century Debtors and any of the other Debtors in the Inter-Creditor Dispute; without finding that
present management or WF&G have tn any way acted inappropriately to date, the Bankruptcy Court found that WF&G’s voluntary
neutrality in such disputes should be mandatory, except that the Bankruptcy Court stated that WF&G could continue to actas a
facilitator privately to assist creditor groups that are parties to the Inter-Creditor Dispute reach a settlement. The Bankruptcy Court
issued an extensive written decision on these matters. The Arahova Noteholders” Committee has appealed the Arahova Order to the
District Court.

The Company cannot predict the outcome of these proceedings or estimate the possible effects on the financial condition or
results of operations of the Company.

Series E and F Preferred Stock Conversion Postponements. On October 29, 2004, Adelphia filed a motion to postpone the
conversion of the Series E Preferred Stock into shares of Class A Common Stock from November 15, 2004 to February 1, 2005, to the
extent such conversion was not already stayed by the Debtors’ bankruptcy filing, in order to protect the Debtors’ net operating loss
camryovers. On November 18, 2004, the Bankruptcy Court entered an order approving the postponement effective November 14, 2004.

Adelphia has subsequently entered into several stipulations further postponing, to the extent applicable, the conversion date
of the Series E Preferred Stock. Adelphia has also entered into several stipulations postponing, to the extent applicable, the conversion
date of the Series F Preferred Stock, which was initially convertible into shares of Class A Common Stock on February 1, 2005.

EPA Self Disclosure and Audit. On June 2, 2004, the Company orally setf-disclosed potenual violations of environmental
laws to the United States Environmental Protection Agency (“EPA”) pursuant to EPA’s Audit Policy, and notified EPA that it
intended to conduct an audit of its operations to identify and correct any such violations. The potential violations primarily concemn
reporting and record keeping requirements arising frem the Company’s storage and use of petroleum and batteries to provide backup
power for its cable operations. Based on current facts; the Company does not anticipate that this matter will have a material adverse
effect on the Company’s results of operations or financial condition.

Other. The Company is subject to various ether legal proceedings and claims which arise in the ordinary course of business.
Management believes, based on information currently available, that the amount of uttimate hability, if any, with respect to any of

these other actions will not materially affect the Company’s financial position or results of operations.
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ADELPHIA COMMUNICATIONS CORPORATION AND SUBSIDIARIES
(Debtors-In-Possession)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - Continued
Note 17: Other Financial Information

Supplemental Cash Flow Information

The table below sets forth the Company’s supplemental cash flow information (amounts in thousands):

2005 2004 2003
Cash paid for interest™ 39205378 . 379423
Capitalized interest (10, 401) _$ (2} 643)
Cash paid for income iaxes $ s 461

Significant non-cash investing and financing activities are summarized in the table below. The summarized information in
the table should be read in conjunction with the more detailed information included in the referenced note (amounts in thousands):

Year ended December 31,
2005 2004 2003

Common stock: receve
vendor R b

Net property and equipment dlstnbuled to
TelCove in the Global Settlement (Note 7)  § — s 37144 § —

Cost and Other Investmenis

The Company’s investments in available-for-sale securities, common stock and ether cost investments aggregated
$10,135,000 and $3,569,000 at December 31, 2005 and 2004, respectively and are included in other noncurrent assets, net in the
accompanying consolidated balance sheets.

The fair value of the Company’s available-for-sale equity securities and the related unrealized holding gains and losses are
summarized below. Such unrealized gains and losses are included as a component of accumulated other comprehensive loss, net in the

accompanying consolidated balance sheets (amounts in thousands):

December 31,

20035 2004 2003
Fair value e S $ 113 § 19668 2,159
Gross unrealized holdmg gains 3 v 8 3 1,38 § 1,495
Gross unréalized holding losses - R S e CUEIE - )

The Company recognized impairment losses as a result of other-than-temporary declines in the fair value of the Company’s
investments in available-for-sale securities, common stock and other cost mvestments of $7,000, $3,801 000 and $8,544 000 in 2005,
2004 and 2003, respectively. The Company recognized gains of $1,595,000, $292,000 and $3,574,000 in 2005, 2004 and 2003,
respectively, related to the sale of cost and other investments. Such impainments and gains are reflected n other income (expense), net
in the accompanying consolidated statements of operations.
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Accrued Liabilities

The details of accrued habilities are set forth befow (amounts in thousands):

2005 2004
s
176717 195010
<o 8§ 551,599 % 535924

Accumulated Other Comprehensive Loss

Accumulated other comprehensive loss, net included in the Company’s consolidated balance sheets and consolidated
statements of stockholders” equity reflect the aggregate of foreign cumrency translation adjustments and unrealized holding gains and
losses on securities. The change in the components of accumulated other comprehensive income (loss), net of taxes, is set forth below
(amounts 1a thousands):

Foreign
cutrency Uarealized
translation gains (fosses)
adjustments on securitics Toatal
Balance at January 152003 - % LS (8763)'S (18,154
8,193 881 9,074
Balance at December 31, 200 (10570) ' (9,680)
Othercomprehensive foss 7 S AL 820 .0 (] 885)
Balance at Deceniber 31, 2004 - o S12391) i 826 T h D L (11,565)
Other comprehensive income (loss) 7,325 (748) 6,577
Balance at December 31, 2005 $ (5.066) $ 78 $ (4,988)
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ADELPHIA COMMUNICATIONS CORPORATION AND SUBSIDIARIES
{Debtors-In-Possession)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - Continned

Transactions With Other Officers and Directors

In a letter agreement between Adelphia and FPL Group, Inc. (“FPL Group™) dated January 21, 1999, Adelphia agreed to
(1) repurchase 20,000 shares of Serics C Preferred Stock and 1,091,524 shares of Class A Commeon Stock owned by Telesat
Cablevision, Inc., a subsidiary of FPL Group (“Telesat™) and (ii) transfer all of the outstanding common stock of West Boca
Security, Inc. ("WB Security™), a subsidiary of Olympus Communications, L.P. (“*Olympus™), to FPL Group in exchange for FPL
Group’s 50% voting interest and 1/3 economic interest in Olympus. The Company owned the economic and voting interests in
Olympus that were not then owned by FPL Group. At the time this agreement was entered into, Dennis Coyle, then 2 member of the
Adelphia board of directors, was the General Counsel and Secretary of FPL Group. WB Security was a subsidiary of Olympus and
WB Security’s sole asset was a $108,000,000 note receivable (the “WB Note™) from a subsidiary of Olympus that was secured by the
FPL Group’s ownership interest in Olympus and due September 1, 2004. On January 29, 1999, Adelphia purchased all of the
aforementioned shares of Series C Preferred Stock and Class A Common Stock described above from Telesat for aggregate cash
consideration of $149,213,000, and on October 1, 1999, the Company acquired FPL Group’s interest in Otympus in exchange for all
of the outstanding common stock of WB Security. The acquired shares of Class A Common Stock are presented as treasury stock in
the accompanying consolidated balance sheets. The acquired shares of Series C Preferred Stock were retumned to their original status
of authorized but unissued. On June 24, 2004, the Creditors’ Commuttee filed an adversary proceeding in the Bankruptcy Court,
among other things, to avoid, recover and preserve the cash paid by Adelphia pursuant to the repurchase of its Sersies C Preferred
Stock and Class A Common Stock tegether with all interest paid with respect to such repurchase. A hearing date relating to such
adversary proceeding has not yet been set. Interest on the WB Note is calculated at a rate of 6% per annum {or after default at 2
variable rate of LIBOR plus 5%). FPL Group has the right, upon at least 60 days prior written notice, to require repayment of the
principal and accrued interest on the WB Note on or after July |, 2002. As of December 31, 2005 and 2004, the aggregate principal
and interest due to the FPL Group pursuant te the WB Note was $127,537,000. The Company has not accrued interest on the WB
Note for periods subsequent to the Petition Date. To date, the Company has not yet received a notice from FPL Group requiring the
repayment of the WB Note.

From May 2002 until July 2003, the Company engaged Conway, Del Genio, Gries & Co., LLC (“CDGC”} to provide certain
festructuring services pursuant to an engagement letter dated May 21, 2002 (the “Conway Engagement Letter™). During that time,
Ronald F. Stengel, Adelphia’s former and interim Chief Operating Officer and Chief Restructuring Officer, was a Senior Managing
Director of CDGC. The Conway Engagement Letter provided for M. Stengel’s services 10 Adelphia white remaining a full-time
employee of CDGC. In addition, other employees of CDGC were assigned to assist Mr. Stengel in connection with the Conway
Engagement Letter. Pursuant to the Conway Engagement Letter, the Company paid CDGC a total of $2,827,000 for its services in
2003 (which includes the services of Mr. Stengel). The Company also paid CDGC a total of $104,000 in 2003 for reimbursement of
CDGC’s out-of pocket expenses incurred in connection with the engagement. These amounts are included in reorganization expenses
due to bankruptcy in the accompanying consolidated statements of operations.

Sale of Security Monitoring Business

In November 2004, the Company entered into an asset purchase agreement to sell its security monitoring business in
Pennsylvania, Florida and New York. Such sale was approved by the Bankruptcy Court on January 28, 2005 and closed on
February 28, 2005_ The adjusted purchase price was $37,900,000. The Company recognized a $4,500,000 gain on this transaction
during the year ended December 31, 2005.
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Note 13: Quarterly Finaacial Information {(unaudited) (amounts in theusands, except per share amounts)

ADELPHIA COMMUNICATIONS CORPORATION AND SUBSIDIARIES
{Debtors-In-Pessession)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - Continued

Quarter Ended 2005
) Macch 3§ June 30 September 36 December 31
Revenue $ 1069002 $. 1103223 . - 1088568 § - 1,103,777
Operating income $ 71,553 § 74564 53293 $ 83419
Net income (toss) (1) $ (82,742) ' 291,038 $ . (146,558) § - (27,075)

Amounts per weighted average share of
_common stock (2):
n Bz_nsxc net income {loss) applicable to

STE R

x27Class A Commen Stock $-.
Diluted net income (loss) applicable to
~_Class A Common Stock 3 0.33) $
asic:net income (foss) apphcablem ST B TR T
. Class B Common Stock SRS SR 2(033)58 0 o
Dliuted net income (loss) apphcable to
Class B Common Stock h Y 033) § 082 § (0.58) $ (0.08)
Quarter Ended 2004
R March 31 June 30 ___Scptcmber 30 ) December 31
Revenue $ 1,007,330 $ T1036470 S o 1,041366 S 71058222
Operating income (foss) $ (42,981) § {28346) $ (107,961) $ 14,284
Loss fiom continving operations before - SRR N TR O A
= cumulative cffects of accountmg changes I SR L e e
=3y $ T(503442) $ (168,147) '$ . (260,791 'S
Gain (loss) from dxscommued opcrauons $ 499 § (1,070) $ —
Loss before cumulative effects of L Gl eI n DUl e i
: accounting changes $ (502,943) 8 (169217) § . . (260,797) .78 T (126287 :
Cumulanve effects of accounting changes F
4) $  (851629) § — 3 S — s —
Net loss- L% (1354,572) $ (169217) $ - (260,797} :$ (126,287)
Basic and diluted loss per weighted average
share of common stock:
" From continuing eperations before _
. “cumulative effects of accounting : S o Lo e
.. changes $ - (199 s (067) 'S (104) § (0.50) |
Cumulative effecis of accounting
changes $ (3.36) $ — 8 - 3 —
Net loss applicable to common 2
. 'stockholders $ (535) § (067)' % ' (104) § (0.50)

)

2)

3)

4

The Company recorded 2 $457,733,000 net benefit during the quarter ended June 30, 2005 related to the Government Setilement
Agreements.

Basic and diluted EPS of Class A and Class B Common Stock considers the potential impact of dilutive securities. For the
quarters ended March 31, 2005, September 30, 2005 and December 31, 2005, the potential impact of dilutive securities has been
excluded from the calculation of basic and diluted EPS as the inclusion of potential common shares would have had an anti-
diutive effect.

The Cempany recorded a $425,000,000 charge during the quarter ended March 31, 2004 related to the Government Setilement
Agreements.

As a result of the consolidation of the Rigas Co-Borrowing Enutties, the Company recorded a $588,782,000 charge as a
cumutative effect of a change in accounting principle during the quarter ended March 31, 2004, The application of the new
amortization method te customer relationships acquired prior to 2004 resulted 1n an additional charge of $262,847,000 which has
been reflected as a cumulative cffect of a change tn accounting principle.
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SUPPLEMENTAL FINANCIAL SCHEDULES

ADELPHIA COMMUNICATIONS CORPORATION
{Debtars-1n-Possession)
SCHEDULE
CONDENSED BALANCE SHEETS (Parent Company Ouly)
(amounts in thousands)

December 31,
2605 2004

ASSETS .ol o E
Rccewablc for securmes 10,029 §

‘Fotal assets = - =" 40,029 §
LIABILITIES AND STOCKHOLDERS’ DEFICIT - -
Current habilities: o o
..... . Obligation to fund losses of investments.in and advinces o consolidated: subsidiaries” S 26409578

Total current Habilities o _ o ) ; ’/‘64 095

Cgser1m7
T8.155.872

Lnablhucsvsubject to compromise
&2 *“Total liabilities®

Stockholders deficits - 70 e e S ol S

_ Series preferred stock _ 397

" Class A Common Stock; $.01 par value, 1,200,000 000 shares authonzcd 229787270 o o

: -~ shares issued and 228,692,414 shares outstanding ™~ ' S
Convertible Class B Commen Stock, $.01 par value, 300 000 000 shares authonzcd

2297 7

25,055,365 shares issued and outstandmg 251 251
1i‘5?Add|t|onal ‘paid-in-capital - TR R Se TR e 12,071,165 2,071,165
Accumulated other comprehensxve los net » ) (4,988) (11,565)
= UAccumufatéd deficit < s i DT o (20.187.028) . (20221 691)
Tre&sury stock at cost, I 09 857 shares of Class A Common Stock (27.,937) (27,937)
e T - (8,145,843) v “i(8;187,083)
Amounts due ﬁom the Rtgas Fam:ly and Other ngas En(mcs net — (28.743)
Total stockholders”‘defictt : i R (8,145,843) - (8,215,826)
Total habifities and stockholders’ deficit b 10,029 § —
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ADELPHIA COMMUNICATIONS CORPORATION
(Debtors-In-Possession)
SCHEDULE !}
CONDENSED STATEMENTS OF OPERATIONS (Parent Company Only)
{(amounts in thousands)

Year ended December 31,
200S 2004 2003

CEL425.000) 8T L

Other expense, net’ = "

Share of income (losses) of consolidated subsidiaries, net
_Net income (loss) _ .
Dividend requirements applicable to preferved stoék (contractial
< dividends‘were $120,125 during 2005; 2004 and 2003):":
Beneficial conversion feature )
" Nevincome (loss) applicable to comimon stockholdérs -

@asn
839,929}
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ADELPHIA COMMUNICATIONS CORPORATION
(Debtors-In-Possession)
SCHEDULE i
CONDENSED STATEMENTS OF CASH FLOWS (Parent Company Only)
{amounts in theusands)

Year ended December 31,
2005 2004 2063

Operating Activities:

Joss) o ' 34663 S (1910873) S (832612)

1485873
FRT4250000 0

Financing Adtivities:
Net cash:provided by-financing activities -

Increase in'cash and ash equivalents - = i
Cash and cash equivalents at beginning of year
Cash:and cash equivalents dt end of yedr - G
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ADELPHIA COMMUNICATIONS CORPORATION AND SUBSIDIARIES
(Debtors-In-Pessession)
SCHEDULE 1l
VALUATION AND QUALIFYING ACCOUNTS
Years ended December 31, 2005, 2004 and 2003
(Amouats iu thousands)

Additiens/
Balauce ot charges to Balance ot
beginning of costs and Deductions Settlements Adjustments end of
o period cipenses (1) [#4] 3) peried
Fortheyearended = . - -~ = - BT AN e e :
“December31,2005; "=

Allowance for doubtful

S 37954 S 50273 $ (60.133) §

(12,147) $

4715603

December 31, 2004:
I

ccounts
Valuation allowance for
deferred tax assets

31720035
Allowance for doubtful

(1} Represents amounts written off as uncollectible, net of recoverics.
(2) The decrease is primarily attributable to a settlement in connection with the Debtor’s Chapter 11 Cases.

(3) The 2005 amount reflects the deconsolidation of Coudersport and Bucktail as a result of the Government Settlement Agreements
(see Note 6). The 2004 amounts represent the impact of the consolidation of the Rigas Co-Bemmowing Entities (see Note S).
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The Phoenix Plaza

21st Floor

2929 North Central Avenue
Phoenix, Arizona 85012-2794

P.O. Box 36379
Phoenix, Arizona 85067-6379 www.oshornmaledon.com jburke@omlaw.com

Telephone  602.640.9000
Facsimile  602.640.9050

Joan S. Burke

Direct Line 602.640.9356
Direct Fax 602.640.6074

T

May 5, 2006

VIA HAND-DELIVERY AND E-MAIL DELIVERY EXHIBIT

Ms. Maureen Scott

Senior Staff Counsel, Legal Division
Arizona Corporation Commission
1200 West Washington

Phoenix, Arizona 85007

Mr. Armando Fimbres

Utilities Division

Arizona Corporation Commission
1200 West Washington

Phoenix, Arizona 85007

Re: Joint Application Re Acquisition of ACC Telecommunications, LLC
by Time Warner Cable entities; Dockets Nos. T-04282A-06-0161; T-
20448A-06-0161; and T-20449A-06-0161

Dear Maureen and Armando:

This letter supplements the Joint Application and Petition for Waiver filed by
Time Warner NY Cable LLC (“TWNY”), Time Warner Cable Information Services
(Arizona), LLC, d/b/a Time Warner Cable (“IT'WCIS”), ACC Telecommunications,
LLC (“ACC Telecom”) (“Applicants’) on March 10, 2006.

Attached at tab 1 is a certificate of good standing for TWCIS. In the Joint
Application, the parties sought Commission approval for the transfer to TWCIS of
the certificate of convenience and necessity (“CC&N”) held by ACC Telecom. This
transfer should occur in conjunction with the Commission’s approval of the
proposed acquisition.



http://www.osbornrnaledon.com
http://burJs&mlaw.com

" Ms. Maureen Scott
Mr. Armando Fimbres
Page 2
May 5, 2006

TWCIS is a newly formed company and thus will not have provided service in
any jurisdiction prior to the consummation of this transaction. TWCIS is a wholly
owned subsidiary of TWNY, which is a wholly owned subsidiary of Time Warner
Cable, Inc. The ultimate parent of TWCIS, TWNY and Time Warner Cable Inc. is
Time Warner Inc. Attached at tab 2 is a list of the TWCIS officers who will provide
management support for Arizona operations, and accompanying biographical
information about each manager. There are no formal or informal complaint
proceedings pending against TWCIS or against any of the officers identified at tab
2. Similarly, there are no civil or criminal investigations or judgments (or criminal
convictions) pending or levied in the last 10 years against TWCIS or the officers
identified at tab 2.

TWCIS, TWNY and ACC Telecom respectfully request regulatory approval of
the Joint Application. The Joint Application describes, in greater detail, the
planned acquisition of ACC Telecom assets and customers by TWNY and the
attendant transfer of the CC&N held by ACC Telecom to TWCIS. The Applicants
are available at the Hearing Division’s convenience for a hearing on the Joint
Application.

Please call me if you have any questions regarding the enclosed information.

Thank you.
Sincerely,
Joan S. Burke
JSB/bw

cc:  Jo Gentry, External Affairs Director, Adelphia Communications
Vincent Paladini, Associate Counsel Time Warner Cable

1250907
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54 CTATE OF ARIZONA

Office of the
CORPORATION COMMISSION

CERTIFICATE OF GOOD STANDING

To all to whom these presents shall come, greeting:

I, Brian C. McNeil, Executive Director of the Arizona Corporation
Commission, do hereby certify that

***TTME WARNER CABLE INFORMATION SERVICES (ARIZONA), LLC***

a foreign limited liability company organized under the laws of the
Jurisdiction of Delaware did obtain a Certificate of Registration
in Arizona on the 27th day of February 2006.

I further certify that according to the records of the Arizona
Corporation Commission, as of the date set forth hereunder, the said
limited liability company has not had its Certificate of Registration
revoked for failure to comply with the provisions of A.R.S. section
29-601 et seq., the Arizona Limited Liability Company Act; and that the
said limited liability company has not filed a Certificate of
Cancellation as of the date of this certificate.

This certificate relates only to the legal authority of the above
named entity as of the date issued. This certificate is not to be
construed as an endorsement, recommendation, or notice of approval of the
entity’s condition or business activities and practices.

IN WITNESS WHEREOF, I have hereunto set my

hand and affixed the official seal of the
Arizona Corporation Commission. Done at
Phoenix, the Capital, this 3rd Day of
May, 2006, A. D.

s %4/

EXECUHV)a’SECRBfARY

L







TECHNICAL AND MANAGERIAL ABILITY

Applicant will rely on the individuals identified in the following biographies for
technical and managerial support in providing services in Arizona as described in this
application. Through arrangements with its parent Time Warner Cable, Applicant will
have sufficient managerial and technical capability to ensure that Applicant can provide
the services for which it seeks certification. The management teams at Time Warner
Cable, based in Stamford, Connecticut, include individuals with extensive experience in
successfully developing and operating communications businesses, including local
telephone businesses. Moreover, Time Warner Cable possesses the internal managerial
resources to support Applicant’s Arizona operations.

Certain persons that are part of the management teams at Time Warner Cable are
also officers of Applicant. Their expertise in telecommunications makes the Time
Warner Cable management team well-qualified to construct and operate facilities on
behalf of Applicant. In addition, the officers and management of Time Warner Cable
also have the technical expertise, developed through designing, constructing, and
operating telecommunications networks, to provide the proposed services. Specific
technical experience of officers and management of Applicant can be found below.
Further information concerning Directors and Officers of Time Warner Inc., a parent of
both Time Warner Cable and the Petitioner, can be found in the attached Form 10-K.

BIOGRAPHICAL SKETCHES OF MANAGEMENT FOR TIME WARNER
CABLE INFORMATIONSERVICES (GEORGIA), LLC,

Carl Rossetti, President

Carl Rossetti is President of TWCIS and Executive Vice President of Time Warner
Cable, a position he has held since 1998. Mr. Rossetti joined Time Warner Cable in 1976
and has held numerous management positions, including Division President of Time
Warner Cable’s Portland, Maine Division and interim CEO of Road Runner, the high-
speed online service delivered through cable modems and over the cable television
infrastructure. In this position, Mr. Rossetti was responsible for overall strategic
planning to grow the business and maintain Road Runner’s commitment to providing
premier high-speed access service. Mr. Rossetti has also served as Time Warner Cable’s
Senior Vice President of Corporate Development, where he managed and oversaw all of
the company’s international investments, negotiated non-cable and vendor agreements
including acquisitions, mergers and disposition of assets. Additionally, Mr. Rossetti
served as Interim CEO of Time Warner Telecom, where he helped initiate Time Warner
Cable’s efforts to branch into the competitive local exchange business. Mr. Rosetti may
be contacted at 290 Harbor Drive, Stamford, CT 06902-6732, (203) 328-0618 (phone),
(203) 328-4896 (fax), or carl.rossetti @twcable.com.



mailto:twcable.com

Gerald D. Campbell, Senior Vice President

Gerald Campbell is Time Warner Cable’s Executive Vice President, Phone Operations,
responsible for developing the company’s telephone and related businesses. Mr.
Campbell brings to Time Warner nearly 30 years of experience in the cable and telephone
industries. Mr. Campbell spent nearly ten years with Comcast Communications in senior
management roles and developed and built the company’s voice business in the United
Kingdom. Prior to joining Comcast, Mr. Campbell held executive positions with
Cablevision of Boston and Warner Communications. Mr. Campbell may be contacted at
290 Harbor Drive, Stamford, CT, 06902-6732, (203) 328-0600 (phone), (203) 328-4030
(fax), or gerry.campbell@twcable.com.

Sam Howe, Chief Marketing O

Sam Howe is Time Warner Cable’s Chief Marketing Officer. He is responsible for the
development, roll out and management of all marketing initiatives for Time Warner
Cable. Prior to joining Time Warner Cable, Mr. Howe operated his own company, Howe
Strategic, where he provided marketing, planning and business development consultation
to companies in the media industry. Mr. Howe’s telephone experience was acquired in
the United Kingdom from 1993-1998, where he spent three years as Senior Vice
President of TeleWest plc, a leading telecommunications company providing cable
television, telephone and ISP services. Prior to that Howe spent two years as Group
Director of marketing at SBS Cablecomms, Inc. a 50/50 partnership between Cox
Communications Inc. and Southwestern Bell Inc. Mr. Howe began his career working in
the cable industry and eventually spent nine years at Cox Communications, Inc. where he
held various positions in finance and marketing. Mr. Howe holds a B.A. from Bowdoin
College in Brunswick, Maine and a MBA from the Kellogg Graduate School of
Management at Northwestern University. Mr. Howe may be contacted at 290 Harbor
Drive, Stamford, CT 06902-6732, (203) 351-2075 (phone), (203) 328-4030 (fax), or
sam.howe@twcable.com.

Thomas C. Feige, President, National Division

Thomas Feige has accrued over 25 years of telecommunications experience while
working for Time Warner Cable and its predecessor companies. In that time, Mr. Feige
has held a variety of management positions, including General Manager, Regional
Manager, Division Manager and Group Vice President. As President of Time Warner
Cable’s Full Service Network, he led the creation of the world's first interactive television
system. More recently, he was President of Time Warner Cable’s Los Angeles Division.
Currently, as President of Time Warner Cable’s National Division, he is responsible for
the Company’s businesses in Florida, Louisiana, Alabama, Georgia, Kansas, Missouri,
Georgia, Indiana, West Virginia and Colorado. Mr. Feige has served as Chairman of the
Board of Adlink and as Chairman of the California Cable & Telecommunications
Association. He is also a founding member of the Board of the Advanced Networked
Cities and Regions Association and a member of the International Advisory Board for
two public/private sector cooperative developments in the Netherlands, the Kenniswijk
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(knowledge area) project and the Nuenen FTTH Broadband Deployment. Mr. Feige is an
attorney and member of the New York State Bar. Mr. Feige may be contacted at 160
Inverness Drive West, Suite 300, Englewood, CO 80112, (303) 649-8099 (phone), (303)
649-8090 (fax), or tom.feige @twcable.com.

Julie Y. Patterson, Secretary

Julie Patterson is Vice President and Chief Counsel, Telephony, of Time Warner Cable in
Stamford, Connecticut. After practicing communications law in private practice, Ms.
Patterson served as an Attorney Advisor in the Common Carrier Bureau of the Federal
Communications Commission, where she worked on issues relating to local telephone
competition, the deployment of broadband services, Bell Operating Company section 271
applications, and communications and media mergers. Ms. Patterson has a B.A. degree
from the University of Pennsylvania and a J.D. degree from the College of William and
Mary. Ms. Patterson may be contacted at 290 Harbor Drive, Stamford, CT 06902-6732,
(203) 328-0600 (phone), (203) 328-4030 (fax), or julie.patterson @twcable.com.
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IN THE MATTER OF THE JOINT
APPLICATION AND PETITION FOR
WAIVER OF TIME WARNER NY CABLE
LLC, TIME WARNER CABLE

) DOCKET NO. T-04282A-06-0161
)
)
)
INFORMATION SERVICES (ARIZONA), ) SUPPLEMENT TO APPLICATION;
)
)
)
)
)

T-20448A-06-0161
T-20449A-06-0161

LLC, AND ACC NOTICE OF FILING
TELECOMMUNICATIONS, LLC, FOR AFFIDAVIT OF PUBLICATION;
APPROVAL OF ASSIGNMENT OF REQUEST FOR WAIVER
ASSETS

This document supplements the Joint Application and Petition for Waiver filed on
March 10, 2006, by Time Warner NY Cable LLC (“TWNY”), Time Warner Cable
Information Services (Arizona), LLC, d/b/a Time Warner Cable (“TWCIS”), and ACC
Telecommunications, LLC (“ACC Telecom”) (collectively, “Applicants™).

1. Transfer of Certificate of Convenience and Necessity

The Applicants, hereby request that the certificate of convenience and necessity
(CC&N) issued to ACC Telecom on April 12, 2006 (Decision No. 68650, Docket No. T-

04282A-04-0763) be transferred to TWCIS in conjunction with approval of this asset

Post-it®elLabel Q05 783 087 1273089




transfer. This has been the parties’ intention from the inception, and we are confirming it
here for clarification. Attached at Tab A is a letter submitted to Staff (but not the Hearing
Division) on May 5, 2006, plainly requesting that the CC&N newly issued to ACC
Telecommunications be transferred to TWCIS and supplementing the information
originally provided to staff to include information required under R14-2-1105.

2 Compliance with A.A.C. R14-2-1104(E)

Attached at Tab B is an affidavit from the Arizona Republic confirming that
Applicants arranged for the publication of the notice set forth in the procedural order
issued by Judge Wolfe on May 22, 2006. That notice was published on May 25, 2006.

3. Compliance with A.A.C. R14-2-1107

Rule 1107 requires any “telecommunications company providing competitive
local exchange or interexchange service on a resold or facilities-based basis” to file an
application for authorization with the Commission if it intends to discontinue service or
to abandon all or a portion of its service area. Two points are important to mention with
respect to the application of Rule 1107. First, ACC Telecommunications provides only
private line data service, as service that does not fall within the definition of local
exchange service: “The telecommunications service that provides local dial tone, access
line, and local usage within an exchange or local calling area.” R14-2-1102 (8). ACC
Telecommunications does not provide interexchange service.

Second, service to ACC Telecommunications’ customers will not be discontinued
or abandoned; rather, the assets used to provide that service, as well as the customers

themselves, will be transferred to TWC. To the extent the Commission concludes that




ACC Telecommunications is nonetheless “discontinuing” service, ACC Telecom
requests that the Commission accept the original Application in this matter as notice to
the Commission that ACC Telecom would be discontinuing service. The Application
clearly disclosed that ACC would cease providing service in Arizona: “TWCIS therefore
will effectively be stepping into the shoes of ACC Telecom in all material respects and
ACC Telecom will no longer offer regulated telecommunications service in the state.”
Application p. 3.

With respect to customer notification, ACC Telecommunications has three
customers with contracts in Arizona. All of these customers have received notice of the
proposed discontinuance of service by ACC Telecommunications.

4. Waiver of Timing Requirements in Decision No. 68650

Decision No. 68650 required ACC Telecommunications LLC “to notify each of its
private line service customers and the Commission 60 days prior to filing an application
to discontinue service pursuant to A.A.C. R14-2-1107” and “to docket conforming tariffs
for its point to point dedicated data service within 365 days from the date of an Order in
this matter or 30 days prior to providing service, whichever comes first . . .” Decision
p- 5. ACC Telecommunications LLC submits that it has substantially complied with each
of these requests by giving the three customers in question notice that service by ACC
Telecommunications will be transferred to TWC and by filing the ACC
Telecommunications tariff. (See letter filed in docket by Jo Gentry on May 24, 2006,

attaching tariff.)




This is an unusual case. ACC Telecommunications provides data-only service to a
handful of customers. These customers are fully aware (both through verbal and written
notice) that the transfer is pending. Because Adelphia Communications Corporation filed
for bankruptcy in June of 2002, customers have been on notice for years that a change of
ownership was likely. ACC Telecommunication has been in close contact with the
Commission, since filing its CC&N application in October 2004. Given this set of
unusual circumstances, the Applicants respectfully request that the Commission waive
the timing portions of these two requirements and deem the requirements contained in
Decision No. 68650 met.

Respectfully submitted this 2nd day of June, 2006.

OSBORN MALEDON PA
J S. Burke

29 North Central, Suite 2100
Phoenix, Arizona 85012
(602) 640-9356
E-mail: jburke @omlaw.com

Attorney for Time Warner NY Cable
LLC and Time Warner Cable
Information Services (Arizona), LLC




Original and fifteen (17) copies of
the foregoing filed this 2nd day of
June, 2006, with:

Docket Control

Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

Copies of the foregoing mailed this
2nd day of June, 2006, to:

Ernest G. Johnson, Director
Utilities Division

Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

Maureen Scott

Legal Division

Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

Teena Wolfe

Administrative Law Judge
Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007
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The Phoenix Plaza OSBORN Joan S. Burke

21st Floor Lo ) ) N
Phoenix, Arizona 85012-2794 A PROPRNSIONAL ARSOCIATION Direct Line 602.640.9356
ATTORNAYS AY LAW Direct Fax 602.640.6074
P.O. Box 36379
Phoenix, Arizona 85067-6379 www.osbornmaledon.com jburke@omiaw.com
Telephone 602.640.9000
Facsimile 602.640.9050
May 5, 2006

VIA HAND-DELIVERY AND E-MAIL DELIVERY

Ms. Maureen Scott

Senior Staff Counsel, Legal Division
Arizona Corporation Commission
1200 West Washington

Phoenix, Arizona 85007

Mr. Armando Fimbres

Utilities Division

Arizona Corporation Commission
1200 West Washington

Phoenix, Arizona 85007

Re: Joint Application Re Acquisition of ACC Telecommunications, LLC
by Time Warner Cable entities; Dockets Nos. T-04282A-06-0161; T-
20448A-06-0161; and T-20449A-06-0161

Dear Maureen and Armando:

This letter supplements the Joint Application and Petition for Waiver filed by
Time Warner NY Cable LLC (“TWNY”), Time Warner Cable Information Services
(Arizona), LLC, d/b/a Time Warner Cable (“IT'WCIS”), ACC Telecommunications,
LLC (“ACC Telecom”) (“Applicants’) on March 10, 2006.

Attached at tab 1 is a certificate of good standing for TWCIS. In the Joint
Application, the parties sought Commission approval for the transfer to TWCIS of
the certificate of convenience and necessity (“CC&N") held by ACC Telecom. This
transfer should occur in conjunction with the Commission’s approval of the
proposed acquisition.

I



Ms. Maureen Scott
Mr. Armando Fimbres
Page 2

May 5, 2006

TWCIS is a newly formed company and thus will not have provided service in
any jurisdiction prior to the consummation of this transaction. TWCIS is a wholly
owned subsidiary of TWNY, which is a wholly owned subsidiary of Time Warner
Cable, Inc. The ultimate parent of TWCIS, TWNY and Time Warner Cable Inc. is
Time Warner Inc. Attached at tab 2 is a list of the TWCIS officers who will provide
management support for Arizona operations, and accompanying biographical
information about each manager. There are no formal or informal complaint
proceedings pending against TWCIS or against any of the officers identified at tab
2. Similarly, there are no civil or criminal investigations or judgments (or criminal
convictions) pending or levied in the last 10 years against TWCIS or the officers
identified at tab 2.

TWCIS, TWNY and ACC Telecom respectfully request regulatory approval of
the Joint Application. The Joint Application describes, in greater detail, the
planned acquisition of ACC Telecom assets and customers by TWNY and the
attendant transfer of the CC&N held by ACC Telecom to TWCIS. The Applicants
are available at the Hearing Division’s convenience for a hearing on the Joint
Application.

Please call me if you have any questions regarding the enclosed information.

Thank you.
Sincerely,
%L S Bk
Joan S. Burke
JSB/bw

cc:  Jo Gentry, External Affairs Director, Adelphia Communications
Vincent Paladini, Associate Counsel Time Wamer Cable

1250907
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Office of the
CORPORATION COMMISSION

CERTIFICATE OF GOOD STANDING
To all to whom these presents shall come, greet:'._ng:

X, Brian C. McNeil, Executive Director of the Arizona Corporation
Cammission, do hereby certify that

*#*TTME WARNER CABLE INFORMATION SERVICES (ARIZONA), LLC***

a foreign limited liability company organized under the laws of the
Jjurisdiction of Delaware did obtain a Certificate of Registration
in Arizona on the 27th day of February 2006.

I further cextify that according to the records of the Axrizona
Corporation Commigsion, as of the date set forth hereunder, the said
limited liability company has not had its Certificate of Registration
revoked for failure to camply with the provisions of A.R.S. section
29-601 ot seq., the Arizoma Limited Liability Company Act; and that the
said limited liability company has not filed a Certificate of
Cancellation as of the date of this certificate.

This certificate relates only to the legal authority of the above
named entity as of the date issued. This certificate is not to be
construed as an endorsement, recommendation, oxr notice of approval of the
entity’s condition or business activities and practices.

IN WITNESS WHEREOF, I have hereunto set my
bhand and affixed the official seal of the
Arizona Corporation Commisaion. Done at
Phoenix, the Capital, this 3rd Day of

May, 2006, A. D.

A [ TA

EXECUTIVESECREfARY /'







TECHNICAL AND MANAGERIAL ABILITY

Applicant will rely on the individuals identified in the following biographies for
technical and managerial support in providing services in Arizona as described in this
application. Through arrangements with its parent Time Warner Cable, Applicant will
have sufficient managerial and technical capability to ensure that Applicant can provide
the services for which it seeks certification. The management teams at Time Warner
Cable, based in Stamford, Connecticut, include individuals with extensive experience in
successfully developing and operating communications businesses, including local
telephone businesses. Moreover, Time Warner Cable possesses the internal managerial
resources to support Applicant’s Arizona operations.

Certain persons that are part of the management teams at Time Wamer Cable are
also officers of Applicant. Their expertise in telecommunications makes the Time
Warner Cable management team well-qualified to construct and operate facilities on
behalf of Applicant. In addition, the officers and management of Time Warner Cable
also have the technical expertise, developed through designing, constructing, and
operating telecommunications networks, to provide the proposed services. Specific
technical experience of officers and management of Applicant can be found below.
Further information concerning Directors and Officers of Time Warner Inc., a parent of
both Time Warner Cable and the Petitioner, can be found in the attached Form 10-K.

BIOGRAPHICAL SKETCHES OF MANAGEMENT FOR TIME WARNER
CABLE INFORMATIONSERVICES (GEORGIA), LLC,

Carl Rossetti, President

Carl Rossetti is President of TWCIS and Executive Vice President of Time Warner
Cable, a position he has held since 1998. Mr. Rossetti joined Time Warner Cable in 1976
and has held numerous management positions, including Division President of Time
Warner Cable’s Portland, Maine Division and interim CEO of Road Runner, the high-
speed online service delivered through cable modems and over the cable television
infrastructure. In this position, Mr. Rossetti was responsible for overall strategic
planning to grow the business and maintain Road Runner’s commitment to providing
premier high-speed access service. Mr. Rossetti has also served as Time Warner Cable’s
Senior Vice President of Corporate Development, where he managed and oversaw all of
the company’s international investments, negotiated non-cable and vendor agreements
including acquisitions, mergers and disposition of assets. Additionally, Mr. Rossetti
served as Interim CEO of Time Warner Telecom, where he helped initiate Time Warner
Cable’s efforts to branch into the competitive local exchange business. Mr. Rosetti may
be contacted at 290 Harbor Drive, Stamford, CT 06902-6732, (203) 328-0618 (phone),
(203) 328-4896 (fax), or carl.rossetti@twcable.com.



mailto:carf.rossetti@twcabIe.com

Gerald D. Campbell, Senior Vice President

Gerald Campbell is Time Warner Cable’s Executive Vice President, Phone Operations,
responsible for developing the company’s telephone and related businesses. Mr.
Campbell brings to Time Warmner neaily 30 years of experience in the cable and telephone
industries. Mr. Campbell spent nearly ten years with Comcast Communications in senior
management roles and developed and built the company’s voice business in the United
Kingdom. Prior to joining Comcast, Mr. Campbell held executive positions with
Cablevision of Boston and Warner Communications. Mr. Campbell may be contacted at
290 Harbor Drive, Stamford, CT, 06902-6732, (203) 328-0600 (phone), (203) 328-4030
(fax), or gerry.campbell @twcable.com.

Sam How. ief Marketin, er

Sam Howe is Time Warner Cable’s Chief Marketing Officer. He is responsible for the
development, roll out and management of all marketing initiatives for Time Warner
Cable. Prior to joining Time Warner Cable, Mr. Howe operated his own company, Howe
Strategic, where he provided marketing, planning and business development consultation
to companies in the media industry. Mr. Howe’s telephone experience was acquired in
the United Kingdom from 1993-1998, where he spent three years as Senior Vice
President of TeleWest plc, a leading telecommunications company providing cable
television, telephone and ISP services. Prior to that Howe spent two years as Group
Director of marketing at SBS Cablecomms, Inc. a 50/50 partnership between Cox
Communications Inc. and Southwestern Bell Inc. Mr. Howe began his career working in
the cable industry and eventually spent nine years at Cox Communications, Inc. where he
held various positions in finance and marketing. Mr. Howe holds a B.A. from Bowdoin
College in Brunswick, Maine and a MBA from the Kellogg Graduate School of
Management at Northwestern University. Mr. Howe may be contacted at 290 Harbor
Drive, Stamford, CT 06902-6732, (203) 351-2075 (phone), (203) 328-4030 (fax), or
sam.howe@twcable.com.

Thomas C. Feige, President, National Division

Thomas Feige has accrued over 25 years of telecommunications experience while
working for Time Warner Cable and its predecessor companies. In that time, Mr. Feige
has held a variety of management positions, including General Manager, Regional
Manager, Division Manager and Group Vice President. As President of Time Warner
Cable’s Full Service Network, he led the creation of the world's first interactive television
system. More recently, he was President of Time Warner Cable’s Los Angeles Division.
Currently, as President of Time Warner Cable’s National Division, he is responsible for
the Company’s businesses in Florida, Louisiana, Alabama, Georgia, Kansas, Missouri,
Georgia, Indiana, West Virginia and Colorado. Mr. Feige has served as Chairman of the
Board of Adlink and as Chairman of the California Cable & Telecommunications
Association. He is also a founding member of the Board of the Advanced Networked
Cities and Regions Association and a member of the International Advisory Board for
two public/private sector cooperative developments in the Netherlands, the Kenniswijk
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(knowledge area) project and the Nuenen FTTH Broadband Deployment. Mr. Feige is an
attorney and member of the New York State Bar. Mr. Feige may be contacted at 160
Inverness Drive West, Suite 300, Englewood, CO 80112, (303) 649-8099 (phone), (303)
649-8090 (fax), or tom.feige @twcable.com.

Julie Y. Patterson, Secretary

Julie Patterson is Vice President and Chief Counsel, Telephony, of Time Warner Cable in
Stamford, Connecticut. After practicing communications law in private practice, Ms.
Patterson served as an Attorney Advisor in the Common Carrier Bureau of the Federal
Communications Commission, where she worked on issues relating to local telephone
competition, the deployment of broadband services, Bell Operating Company section 271
applications, and communications and media mergers. Ms. Patterson has a B.A. degree
from the University of Pennsylvania and a J.D. degree from the College of William and
Mary. Ms. Patterson may be contacted at 290 Harbor Drive, Stamford, CT 06902-6732,
(203) 328-0600 (phone), (203) 328-4030 (fax), or julie.patterson@twcable.com.
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Kelly Howard, being first duly sworn, upon oath deposes
and says: That he is a legal advertising representative of the

Arizona Business Gazette,

a newspaper of general

circulation in the county of Maricopa, State of Arizona,
published at Phoenix, Arizona, by Phoenix Newspapers Inc.,
which also publishes The Arizona Republic, and that the
copy hereto attached is a true copy of the advertisement
published in the said paper on the dates as indicated.

The Arizona Republic

May 25, 2006

Sworn to before me this
2"° day of
June A.D. 2006

OFFIC!AL-SEA =%

AMARILYN GREE

: NOTARYPUBUC-A%Y}/(?N(?AD
MARICOPA CO OUNTY

My Comm, Expires May23 2007

Notary Public




EXHIBIT

Dear Customer:

YOUR ACC TELECOMMUNICATIONS, LLC SERVICES WILL BE TRANSFERRED TO
TIME WARNER CABLE BY JULY 31, 2006
UNLESS YOU CHOOSE A NEW SERVICE PROVIDER

Thank you for bemg a loyal ACC Telecommunications, LLC customer. After many years of providing regulated
telephone services in Arizona, we now plan to exit the market. As of July 31, 2006, ACC Telecommunications,
LLC ("ACC Telecom"), will no longer be providing data services in Arizona, The Arizona regulated
telecommunications assets of ACC Telecom will be acquired by Time Warner Cable Information Services
(Arizona), LLC d/b/a Time Warner Cable (“Time Wamner Cable”), an affiliate of Time Warner Cable. This
provider transition from ACC Telecom to Time Warner Cable requires no action on your part.

As your new service provider, Time Warner Cable will continue to provide you with the same
telecommunications services you cuxrently receive in accordance with the rates, terms and conditions of your
existing contract or effective tariffs on file with the Arizona Corporation Commission. If in the future Time
Warner Cable determines that rates, terms, or conditions require modification, it will follow the contract terms or
the Arizona Corporation Commission rules regarding such changes, including, where required, written 30 day
notice to customers. ACC Telecom will continue to be responsible for the resolution of any complaints filed or
otherwise raised until the sale is finalized.

The transfer of your service to Time Warner Cable will be invisible to you because Time Warner Cable will
utilize the same facilities that currently serve your account. Moreover, there will be no change in your services.

The transfer of your services to Time Warner Cable will be seamless and without down time or modification ta
existing services or rates. This transfer requnres no action on your part and the only difference will be the name of
the carrier on the monthly bill you receive for your telecommunications services. The local ACC Telecom
employees who service your account today will also transfer to Time Warner Cable and will continue to provide
you the excellent service that you have experienced to date.

Instead of becoming a Time Warner Cable customer, you may, for ninety days followmg the date of the Arizona
Corporation Commission order approving this transaction, transfer to another carrier without penalty. If you do
not select another provider Time Warner Cable will automatically become your service provider effective July 31,
2006. You will not incur any charges for the change to Time Warner Cable. However, should you select another
provider, you may incur additional charges. Please be aware that you are responsible for paying all bills rendered
to you by ACC Telecom during this transition. You may be subject to termination of your service in accordance
with the terms of your contract and applicable Commission rules if you fail to pay your telephone bill.

If you do not want service from Time Warner Cable you must select a new provider as soon as possxble
Otherwise, you need do nothing and your service will seamlessly transfer to Time Warner Cable. :

If you have any questions regarding this notice please call your carrier at 888-644-6442. You may also call 'thé
Consumer Services Section of the Arizona Corporation Commission Staff at 602-542-4251 or 1-800-222-7000.
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MEMORANDUM RECEIVED

200b HAY 11+P 2 10

TO: Docket Control Center i/ A7 CORP COMMISSION ™ r{\EHVE [
Z {:or ~ 'DOCUMENT CONTROL
FROM: Emest G. Johnson < _ MAY 17 2006
Directory
Utilities Division AR 008 JR:WL(-JE XOMMISSIOPY
DATE: May 16,2006

RE: IN THE MATTER OF THE APPLICATION OF ACC TELECOMMUNICATIONS,
‘ LLC FOR APPROVAL OF ASSIGNMENT OF ASSETS TO TIME WARNER NY
CABLE LLC AND TIME WARNER CABLE INFORMATION SERVICE
(ARIZONA), LLC (DOCKET NOS. T-04282A- 06 0161, T-20448A-06-0161 AND
T-20449A-06-0161)

Attached is the Staff Report for the above referenced application. Staff is recommending
approval of the application with conditions.

EGJ:AFF:Ihm\MAS

Originator: Armando Fimbres

_ EXHIBIT




SERVICE LIST FOR: ACC TELECOMMUNICATIONS, LLC, TIME WARNER NY CABLE
LLC AND TIME WARNER CABLE INFORMATION SERVICE

(ARIZONA), LLC

DOCKET NOS: T-04282A-06-0161, T-20448A-06-0161 AND T-20449A-06-0161

Ms. Joan S. Burke

Osborm Maledon. P.A.

2929 North Central Avenue, Suite 2100
Phoenix, Arizona 85012

Ms. Julie Y. Patterson

Mr. Vincent. M. Paladini
Time Wamer Cable

290 Harbor Drive .

Stamford. Connecticut 06902

Yaron Don

Mr. Matthew F. Wood
Hogan & Hartson L.L.P.
555 Thirteenth Street, NN-W.
Washington, D.C. 20004

Mr. Daniel Waggoner

Mr. Davis Wright Tremaine
2600 Century Square

1501 Fourth Avenue
Seattle, Washington 98101

Ms. Jo Gentry

Adelphia Communications Corporation
ACC Telecommunications, LLC

5619 DTC Parkway, Suite 800
Greenwood Village, Colorado 80111

Mr. Christopher Kempley, Chief Counsel

Mr. Keith Layton, Attorney

Legal Division

ARIZONA CORPORATION COMMISSION
1200 West Washington Street

- Phoenix, Arizona 85007

Mr. Ernest Johnson, Director

Utilities Division

ARIZONA CORPORATION COMMISSION
1200 West Washington Street
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STAFF ACKNOWLEDGMENT

The Staff Report for ACC Telecommunications, LLC, Time Warner NY Cable LLC and
Time Warmner Cable Information Service (Arizona), LLC was the responsibility of the Staff
member listed below. Armando Fimbres was responsible for the review and analysis of the
application for approval of assignment of assets to Time Warner NY Cable LLC And Time
Warner Cable Information Service (Arizona), LLC.

» Armando Fimbres
Public Utility Analyst V
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Time Warner NY Cable, LLC, et al.
Docket Nos. T-04282A-06-0161, et al.
Page 1

Introduction

On March 10, 2006, Time Wamer NY Cable LLC ("TWNY"),Time Warner Cable
Information Services (Arizona), LLC, d/b/a Time Warner Cable ("TWCIS"), and ACC
Telecommunications, LLC ("ACC Telecom") (collectively, "Applicants™), filed an application
for expedited consideration requesting that the Commission consent to the proposed assignment
from ACC Telecom to TWNY and, immediately thereafter, to TWCIS, of ex1st1ng customer
contracts and related assets' of ACC Telecom used in connection with the provision of intrastate
telecommunications services in Arizona.

Applicants also requested that the Commission waive any applicable "anti-slamming"
regulations that this Transaction potentially could violate in the absence of a waiver and in the
absence of individual subscriber authorizations. In particular, the Applicants requested that the
Commission waive Arizona Administrative Code (“A.A.C.”) R14-2-1904 and R14-2- 1905, to
the extent these rules apply to the Transaction.

Only three non-residential, point-to-point dedicated transport customers will be

" transferred from ACC Telecom to TWNY, and, immediately thereafter, to TWCIS. The

Applicants state that these customers purchase only data telecommunications services from ACC
Telecom and receive no voice services. In addition, the Applicants state that this Transaction will
cause no change to the terms and conditions of the services provided to these customers. The
three customers affected are located in and around the cities of Yuma and San Luis, in
southwestern Arizona.

On May 5, 2006, the Applicants provided additional information following discussions
with Staff, Legal and Hearing Divisions. The information clarifies that TWCIS seeks, through
this Transaction, to acquire any existing assets* of ACC Telecom and to expedite the transfer of
ACC Telecom’s Certificate of Convenience and Necessity (“CC&N™) for intrastate, facilities-
based, non-switched, dedicated point-to-point data transport telecommunications services in
the state of Arizona.

Overview of Applicants

ACC Telecom represents it is a wholly-owned subsidiary of Adelphla Communications
Corporation (“Adelphia™) that provides telecommunications services in Arizona. The -
Commission granted ACC Telecom’s application for a (“CC&N”) to provide private 11ne
services in Decision No. 68650, Docket No. T-04282A-04-0763, on April 12, 2006.

Adelphia represents that it is the fifth largest cable operator in the United States. As of
the end of 2004, Adelphia’s consolidated managed cable operations served more than five
million basic subscribers. Adelphia anticipates exiting bankruptcy late in the second quarter of

! The Applicant has expressed to Staff that ACC Telecom has $0 assets.
% The Applicant has expressed to Staff that ACC Telecom has $0 assets.
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2006 and plans to immediately sell its assets to TWNY and Comcast upon bankruptcy court
approval. :

TWNY is a wholly-owned subsidiary of Time Wamner Cable (“TWC”) and was
established for the purpose of completing this Transaction.

TWC represents it is a division of Time Wamer Inc., a publicly-traded media and
entertainment company with a market capitalization as of February 2006 in excess of $79 billion.
Pursuant to the completion of the Transaction described in this application, TWC also will
become a publicly-traded company, with Time Warner Inc. holding 82 percent of TWC’s
common stock. TWC is the second largest cable operator in the United States, owning or
managing cable systems serving approximately 10.9 million subscribers in 27 states.

TWCIS is a wholly-owned subsidiary of TWNY, and is authoriéed to do business in-
Arizona as a foreign LLC. At this time, TWCIS intends to assume responsibility for the
provision of only those services being provided by ACC Telecom.

Proposed Transaction

On June 25, 2002, Adelphia filed a voluntary petition for reorganization under Chapter 11
of the United States Bankruptcy Code. On April 20, 2005, Adelphia, TWNY, a wholly-owned
subsidiary of TWC, and Comcast Corporation (“Comcast”) entered into an Asset Purchase
Agreement (“Agreement”) pursuant to which TWNY and Comcast propose to acquire
substantially all of the assets of Adelphia and its affiliates and subsidiaries, including Adelphia’s
cable television systems and other facilities, equipment and personnel used in markets across the
United States. The Transaction is valued in excess of $17 billion.

In Arizona, TWNY proposes to acquire the CC&N and customer contracts held by ACC
Telecom related to the provision of regulated telecommunications services in the state.
Thereafter, TWNY proposes to assign those assets to TWCIS. The network assets used to
deliver services to ACC Telecom customers, which today are part of the cable facilities owned
and controlled by Adelphia, will be acquired by TWNY and assigned to TWC for use by
TWCIS.

TWCIS will assume full responsibility for fulfilling, during their remaining terms, the
customer contracts to Arizona subscribers held today by ACC Telecom.

ACC Telecom will no longer offer regulated telecommunication services in Arizona.

The Company’s Request

The Applicants request that the Commission consent to the proposed transfer from ACC
Telecom to TWNY, and, immediately thereafter, to TWCIS, of existing customer contracts and
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acquisition of any existing ACC Telecom assets’ used in connection with the provision of
intrastate telecommunications services in Arizona.

The Applicants also request the Commission waive any applicable "anti-slamming"
regulations that this Transaction potentially could violate in the absence of a waiver and in the
absence of individual subscriber authorizations, in particular, .A.C.C. R14-2-1904 and R14 2-
1905, to the extent these rules apply to the Transaction.

Staff’s Analysis & Conclusions

For 2005, Time Warner, Inc. reported Total Assets of $122.5B, Total Shareholders’
Equity of $62.7B and Total Net Income of $2.9B. Based on the financial information submitted
by the Applicants, Staff believes that TWCIS will have sufficient financial resources from its
parent to offer telecommunications services in Arizona.

Since all assets in Arizona are held by Adelphia, the proposéd Transaction effectively
involves the transfer of Adelphia assets used to serve ACC Telecom customers to TWNY and,
ultimately, to TWCIS.

ACC Telecom has no employees in Arizona; Adelphia has 41 employees in Arizona.
The applicants stated that the nature and scope of the telecommunications operations will
continue unchanged for the foreseeable futures. No layoffs are anticipated and no changes are
anticipated in the management personnel currently employed by Adelphia, therefore, Staff
believes TWCIS will have the technical capability to provide the services involved this
Transaction.

The Applicants clarified that the three non-residential, point-to-point dedicated transport
customers who will be transferred from ACC Telecom to TWNY and, ultimately TWCIS, in this
proposed Transaction, comprise 8 total contracts all of which are due to expire in 2008.

In response to Staff’s data request, the Applicants clarified that current customer
contracts do not contain provisions permitting customers to transfer carriers as a result of the
proposed Transaction, however, customers will be given a minimum of 60 days to transfer
without penalty.

TWC does not currently operate in Arizona. Through the acquisition of Adelphia assets,
TWC, will begin operations of a cable system in and around the city of Yuma, Arizona.

In response to Staff’s data request, the Applicants explained that TWC and Time Warner
Telecom (“TWT”) are related through Time Warner Inc.’s investment in both companies. TWT,
a/k/a Time Warner Telecom of Arizona, LLC, was granted a CC&N transfer from GST Net by
Decision No. 63262 on December 14, 2000 and primarily provides private line services in -

? The Applicant has expressed to Staff that ACC Telecom has $0 assets.
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Phoenix metro. TWC and TWT are separate and distinct corporate entities with different
corporate boards and different executive management teams. In addition, TWT is a publicly
traded company, separate from Time Warner Inc. Time Warner Inc., the parent of TWC, owns a
non-controlling equity interest (44 percent) in TWT and has a minority presence on the TWT
Board of Directors. No direct relationship is expected between TWCIS and TWT in Arizona.

ACC Telecom does not own or operate an end-office switch, does not provide switched
or voice telephone service and does not have any NPA-NXX number assignments in Arizona.

Staff notes that this Transaction comes immediately following the granting of a CC&N to
ACC Telecom by Decision No. 68650 on April 4, 2006.

The Applicant’s provided Staff with information normally provided in a CC&N
application: ‘

1- a Certificate of Good Standing for TWCIS in Arizona.
2- financial information for Time Warner, Inc, the parent of TWCIS.

3- assurance that TWCIS is not providing telecommunications services in any other
states and as such has no complaints in other jurisdictions.

4- assurance that TWCIS officers are not cwrently involved in criminal or civil
proceedings.

5- assurance that TWCIS officers have not been involved in criminal or civil proceeding
within the last 10 years.

6- assurance that TWCIS will submit a tariff that mirrors the tariff of ACC.Telecom and
meets the conditions of Decision 68650. \

Staff does not believe that this transaction will have a negative customer impact nor
should this transaction negatively impact the competitive local exchange situation.

Staff has reviewed the proposed customer notice provided with the Transaction
application (see Exhibit 1) and believes it to be acceptable contingent on the recommended

" conditions.

Staff’s Recommendations

Staff recommends that this joint application of TWNY, TWCIS, and ACC Telecom
seeking the Commission’s consent to (1) the proposed transfer of existing customer contracts
~ from ACC Telecom to TWNY, and, immediately thereafter, to TWCIS pursuant to A.R.S. § 40-
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285 and (2) the walver of A.A.C. R14-2-1904 and R14 2-1905 be approved with the following
| conditions:

1. That current ACC Telecom customers have 90 days following the date of the
Commission’s order to transfer to another carrier without penalty.

2. That the proposed customer notice be changed to inform customers of their right to
call the Consumer Services Section of the Commission Staff at 602-542- 4251 or 1-
800-222-7000 with any questions or concerns.

3. That TWCIS be required to docket a tariff which mirrors that of ACC Telecom within -

60 days of this decision.

4. That with the transfer of the ACC Telecom CC&N, granted by Decision No. 68650,
Docket No. T-04282A-04-0763, on April 12, 2006 for the provision of intrastate
telecommunications services in Arizona, TWCIS be required to comply with all
conditions ordered in Decision 68650 and restated as follows:

a. That TWCIS shall file with Commission Docket Control, as a compliance
item in this matter, tariffs for its point-to-point dedicated data service that
conform to the revised tariff filed by ACC Telecom on September 16, 2005,
within 365 days from the date of an Order in this matter or 30 days prior to
providing service, whichever comes first.

b. That if TWCIS fails to timely comply with the preceding Ordering Paragraph,
that the Certificate of Convenience and Necessity granted herein shall become
null and void after due process.

c. That TWCIS shall comply with all of the Staff recommendatlons set forth

below

1. That the Applicant be required to notify the Commission immediately
upon changes to the Applicant’s name, address or telephone number;

1. That the Applicant comply with all Commission rules, orders, and
other requirements relevant to the provision of intrastate
telecommunications service;

iii. That the Applicant maintain its accounts and records as required by the
Commission;

iv. That the Applicant file with the Commission all financial and other
reports that the Commission may require, and in a form and at such
times as the Commission may designate;
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V1.

Vii.

Viii.

1X.

That the Applicant maintain on file with the Commission all current
tariffs and rates, and any service standards that the Commission may
require;

That the Applicant cooperate with Commission investigations
including, but not limited to, customer complaints;

That the Applicant abide by and participate in the AUSF mechanism
established in A.A.C. R14-2-1204B(3)(b);

That if in the future, Applicant wishes to provide telecommunications
services different from those addressed in this application, that
Applicant be required to file an application with the Commission so
indicating; and

That the Applicant be required to notify each of its private line service
customers and the Commission 60 days prior to filing an application to
discontinue service pursuant to A.A.C. R14-2-1107 in the event
Applicant desires to discontinue service.

d. That if TWCIS desires to discontinue service, TWCIS shall notify each of its
private line service customers and the Commission 60 days prior to filing an
application to discontinue service pursuant to A.A.C. R14-2-1107.

5. That the authority for ACC Telecom to provide intrastate telecommunications
services in Arizona be withdrawn and ACC Telecom shall have no remaining

compliance obligation related to Decision 68650.




Exhibit 1

TOUR ACC TELECOMMUNICATIONS, LLC SERVICES WILL EE TRANSFERRED TO
TIME WARNER CABLE BY {framsfer date ~ 30 days)
UNLESS YOU CHOOSE & KEW SERVICE PROVIDER

Thank yoa for being a loyal ACC Telecommunications, LLC customes. Adver mony years of providing megulsscd
telophone servioss da Arizong, we now plen to it the market. As of [DATE), 2&6 ACC Teleramiousmbcniogs,
LLE [ACC Teleotm™), will no lomger be: pooviding dats services i Arizonn, AQC Telerom is i lhe procsss of
seiling (hes sobd) its Arizons megulsted telecommunbcations. assois to Thme Wasmer Cible Informadion Scrvices
{Arows), LEC ditvs Time Warsee Cabla {“Tinse Warner Cabde™), @ affifiste of The Wames Cabla  Tiss
pravider tamsition from ACC Telecom: o Time Wamer Cable requires oo sction on. your past,

As your mew servics peovider, Time Warner Cable will continee by poovide yoo with the same
iedecomenmnications. scrvices you curreatly reosive i wecondance with fhe ries. toms and conditions of your
¥ cowrect or cffective tariffs on file with ihe Arizoes Corperstion Commission, If ix the futere Time

| existing
Warnes Cabl&ﬂemnﬁmﬂmmm.umdhhmmmmﬁhﬁmﬁm.uwmzoﬂnwm contract terms or

ihe Asizohs Corposntica Comivixsion riles mganting such changss, inclnding, whess mqirieed, wrinen 30 diy
otice ko customers, ACC Tekeoom will wmumbemponsiblcfor the resolution of any complsints filed or
otherwizse sxiged antil tie ssle i finslized,

Ths tramsfer of your service fo Time Wamer Cable will be invisible 1o you bacsse Time Warser Cable will
wtiting the aame facilitles dist camrently serve your acconis. Motsowet, there will bs o change In your services.

The tramsier of your services. o Time Wamer Cuble will be seambess and without diven tisme or modification

existing services or pates. This transfer requires no sction on your part sod the cnly diffevescs will bz the name of
ﬂwcmiumlhemmhlyhﬂlwummlwafwymwlmmmmmm The local ACC Telwwom
uaniplayees whe service your accoust today will also transher to Time Wamey Cable and will continoe 10 provida
you the-exselient servies that vou have experienced (o dats,

tastead of becoming 4 Time Wamer Cable cagodier, you may, I accoudanes with the terms of your contract,
selent anather service provider on of BefOre e [Tronsfer date - 30 daysd, IF yoo do mot sedest another
provider Time Warner Cable will antomatically becorne your service provider effoctive Yo il
not incur ey eherges fae the changw to Tiome Wasner Cahba, Ilwevn;siwu}slyounm;immetmww Yot
ey incir additional chasges. Pleass be aware thait you sw respensible for paying all bills rendered o you by
ACC Tedecom during this transition. Yow may be subjoct to termalnation of yous servies in accordancs wiih the
feemw of your contrset sad applicable Commission rules If you fiil 1o pay vour telephone bill.

I you do oot wani. service from Time Wamer Cabde you muasi sedoct a new poovider a5 soon as possible.
Otherwiss, you need do. sotiing and your servion will sesidessly titindie 1o Time Warnor Cable,

If you have any questions reganding this notice please call 888-X0O0-XNXX.
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INTRASTATE, FACILITIES-BASED NON DECISIONNO. ___68650
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on behalf of the Utilities Division of the Arizona
Corporation Commission.

BY THE COMMISSION:

* .v-‘ * * Lok * * * * * *

Having considered the entlre record herem and bemg fully advised in the premises, the
Jommission finds, concludes and orders that |
. FINDINGS OF FACT |
1. On October 22 2004 ACC Telecnmmumcatu ns, LLC dba Adelphia (“Apphcant”)

ubmltted to the Arlzona Corporatlon Commission (“Commission”) an application for a Certificate of
“nnvenii nee and Necessity (“CC&N™) to provide intrastate, facilities-based, non-switched, dedicated
ioint-to-point data transp« rt telecommunications servi'ce'g,‘_f which will allow the customer to connec

lirectly two or more intrastate locations with dedicated;fhonv-_sv itched services, throughout the State

\TWolfe\Telecor 1\Facils\pointopointi04076330&o doc 1




| 200s." |

At represented by counse:"’

. DOCKETNo. Ti-oztzszA‘;Ofiiom: .

of Anzona The apphcatron petrtroned the Commrsswn for determmatton that 1ts proposed servrces S

: should be classrﬁed as competmve

Report recommendmg approval of the apphcatron

G On March lO 2005 a Procedural Order was 1ssued settmg a hearmg for May 2 2005} .
land requmng pubhcatlon of notlce of the hearmg ’ Sy S ..
R 4 On Apnl 5 2005 ari Afﬂdavrt of Pubhcatron was ﬁled certrfyxng that notrce of the
heanng on the apphcatron was pubhshed rn The Anzona Repubhc on Apnl 1 2005

- 5. g | “No 1nterventron requests were ﬁled | L : '

o 6 ~ The hearing was convened as scheduled on May 2 2005 No members of the pubhc

: appeared to provrde comment Staff appeared through counsel Applrcant farled to appear -

‘ ' 7." By Procedura.l Order 1ssued May 3 2005, the hearmg was contmued to May 26, 2005
and the txmeclock for a Commrsswn Decrsron on the appllcatron was’ suspended pendmg the
contlnuatron of the heanng - | S | , -
| : 8. . On May 26, 2005 Apphcant ﬁled a motron seekmg contlnuance of the May 26, 2005 1

heanng date due to an unexpected emergency confhct The motlon stated that Apphcant had' '

i consulted wrth Staff and that Staff d1d not object to the requested contmuance

90 ,‘ By Procedural Order 1ssued May 26 2005 the heanng was contmued to June 29 -

) 10 | The hearmg was reconvened on June 29 2005 as. scheduled Jo Gentry testlﬁed ” |

telephonrcally on behalf of Apphcant and was, represented by counsel Staff appeared and was.

: Judge Evrdence was presented and testlmony was taken A schedule was set for the brreﬁng of legal _ L

proposed tanffs

:l" : ':ff’On July 27 2005 Apphcant and Staff ﬁled‘ gal bnefs Applrcant stated on brref that L

g 1t would ﬁle a tanff 1nelud1ng mmxmum and maxrmum pnce ranges for all 1ts proposed servrces

Staff stated on bnef that 1f Appllcant were to submlt an amended apphcatron Staff WOuld ﬁle an 13-' e

68650
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On March l 2005 the Cornmrssron S Utllltles DlVlSlOl’l Staff (“Staff’ ) ﬁled a Staff ‘, ' _ o

The hean : 'was _onducted before a duIy authonzed Admrmstranve Lawj'-_ .

s »; (uICB )-pncmg mcluded in Apphc"mt 5.‘” st
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amendedy_‘ Staff Report based upon its review of the amended application.

127.' : ~On August 1 2005‘ :‘Applicant filed a Notice of Errata.

13.  On September 16,2005, Applicant filed an amended tariff. The revised tarlff d1d not
include ICB prlcmg, The tarlffs were also corrected to indicate that Applicant will not collect any
advance payments or depos1ts,, as was discussed by Applicant’s witness at the hearing.

14.  On December 20, 2005, a Procedural Order was issued directing Staff to file an
amended Staff Report including an. analysis of Applicant’s amended tariff, and Staffs
recommendation to the Commission regarding action on the application, based on that analysis.

15.  On January 20 2006, Staff filed its Amended Staff Report. The Amended Staff

Report recommends approval of the application, statlng that Staff has reviewed the amended tarrff .

md determined that the terms and conditions for services within the amended tanff are srmrlar to
;hose of the dominant incumbent local exchange provider (“ILEC”) in Arizona, v;th proposed. rates_
>ssentially equal to those of the dominant ILEC and in some cases lower.

16.  Applicant is a limited liability company organized under the laws ot‘ the State of
Delaware and has been authorized to do business in Arizona since August 16,2004.

17.  Applicant has the technical and managerial capabilities to provide the services that are
yroposed in its application. | |

18.  Applicant will be providing services in areas where ILECs, balong"' with various
sompetitive Jocal exchange carriers (‘CLECs”) and interexchange carriers are providing telephone
ind private line services. Applicant’s witness stated that the only area where Apphcant currently has
acrhtles mplace in Anzona is in the vrclmty of Yuma Anzona L “ Eh S o
- :' 19 Staff recommended that Apphcant s proposed servrces bev classrﬁed as corrrpetltlve

)ecause there are alternatlves to Applrcant s semces Apphcant W111 have to convmce customers to

»urchase 1ts serv1ces, Apphcant has no ablhty to adversely affect the local exchange, mterexchange
Dy pomt to-pomt dedtcated data serv1ce markets and Apphcant w111 therefore have no market power
n those Iocal exchange mterexchange or pomt-to-pomt dedrcated data servrce markets where

lternatlve prov1ders of telecommumcatlons serv1ces exrst

S 2_0 It is appropnate to classrfy all of Apphcant s authonzed serv1ces as competmve ' _‘ "

DECISION_ NQ. | 68650
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. : : ; -‘.1__ _2‘1 Accordmg tO the Staff Report Appllcant provrded unaudlted ﬁnancral statements,
2 .mcludmg notes of 1ts parent company, Adelphia Communlcanons Corporatron for the 26 months
3 {ending August 4, 2004. The financial statements listed current ‘assets in €XCeSs of $52 billion; total

4 :equity in excess of $2 billion; and a net loss in excess of $1.2 billion. -
5 . 22 The Staff Rep‘ort stated that Consumer Services reports no complaint history for
6 Apphcant within Arizona. Applicant has not had an application for service denied or authority
7 _revoked in any state. There have been no civil or criminal proceedings involving Applicant. The
3'} Staff Report stated that Applicant indicated in its application that two former board members of
9:l'Adelphia Communications Corporation, Applicant’s parent, John Rigas and Tim Rigas, were
- 10::- involved in several criminal matters involving fraud within Adelphia Communications Corporation.
1 1 At the hearing, Applicant’s witness testified that John and Tim Rigas had been convicted on various
12 | fraud counts and that no member of the Rigas family currently has any involvement in the
13..' rnanagement or business operations of Adelphia or any of its affiliates. Applicant’s witness also
- 14 | testified that Applicant’s current management team is operating totally independently of any of the

. 151' “historical situations” that led to the fraud convictions.

16 | 23.  Staff recommended that Applicant be granted a CC&N to provide the requested

17 {telecommunications services. In addition, Staff recommended the following:

18 a. That the Applicant be requrred to notify the Commission immediately upon
S e '-'»__[changes to the Appllcant sname address or telephone number UL o
20 - b That the Apphcant comply w1th all Cornmlssron rules orders and other

ol :"*"requlrements relevant to the prov1sron of mtrastate telecommumcatrons

That the Apphcant ‘maintain: its. accounts and record" as' requlred by the
Commrssmn, : : : . :

: That the Apphcant ﬁle w1th the Commrssron all ﬁnancral and other reports that
':t-the Commission’ may . reqmre" and ‘1nv a -form and at such tlmes as the
- Comrmssmn may demgnate 3 EUREIN TR

27" ! Adelphxa Commumcatlons Corporatron was strll in bankruptcy at the tlme of the hearrng .ft'Appllcant ] wnness testtﬁed
» ; ‘that Applicant has bankruptcy approval to proceed wrth the normal course of busmess, mcludmg the fundmg of normal
R 28: course of business operatrons : L . R , : W L
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'j?those of the domrnant ILEC m Anzona wrth propo ;

rates, and any service standards that the Commission may require;

not limited to, customer complaints;

g.: : ';_"-‘ That the Applicant abide by and participate in the AUSF mechanlsmd}
. established in A.A.C. R14-2-1204(B)(3)(b);

- h.’ " Thatif in the future, Applicant wishes to provide telecommunications services |
file an application with the Commission so indicating; and

1. That the Applicant be required to ﬁbtify each of its private line service
customers and the Commission 60 days prior to ﬁling an application td-

desires to discontinue service.

24.  Staff further recommended that Appllcant be ordered to docket conforming tariffs fo:' o

g 1ts point-to-point dedicated data service within 365 davs fr( m the date of an Order in this matter or 30 e
4| days prior to providing service, whichever comes first, and in accordance with this Decision. Staff o
| recommended that if Applicant fails to timely comply with this recommendation, Applicant’s CC&I\f | R

,become null and vord

25. At the hearmg, Applicant agreed to comply with all of Staffs recommendations. -

26.  Based on information obtained from Applicant, Staff determiined that Applicant’s fﬁir

value rate base (“FVRB”) is zero and too small to be useful in a farr value analy51s In general rates'_ e
: 'vfor competrtrve servrces are not set. accordlng to rate of retum regulatron Staff stated that as a new |
'entrant to the pomt-to—pomt dedrcated data servrces rnarket Apphcant wrll have to compete wrth ."i. o
| ':several exrstlng compames 1n order to obtam customers and would generally not be able to exert N

market power Staff revrewed the rates m Apphcant’s rev1sed tanffs ﬁled on September 16 2005

and determmed that the terms and condrtrons for servrces wrthm the amended tanff areisr brlar to‘.‘ B

domrnant ILEC and i some cases lower Staff stated that vwhrle 1t consxdered Apphcant’s FVRBh o

g mformatron, 1t d1d not beheve the mformatron deserved substantral werght | in v_settmg Apphcant s ‘

i 27. | The rates ultnnately charged by Apphcant w111 be heavrly mﬂuenced’ by the market

. DECISIONNO. _ _68650

RV j‘ :

* DOCKET NO. T-04282A-04-0763 | -

e. That the Appllcant maintain on file with the Commission all current tarlffs andi E

£ That the Applicant cooperate with Commrssron 1nvest1gat10ns mcludmg, buf: S

different from those addressed in this application, that Applicant be required td 1

discontinue service pursuant to A.A.C. R14-2-1107 in the event Applicant R

rates essentrally _-equal to those of the..
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not less than the Apphcant’s total

Because of the;.nature_tof' ‘the competitive market and’ ;other :“fae_tors',:' a fair value 'v_ahalys‘is'.is"ho"t 1

necessarily representative of Applicant’s operations. 4

28. Staffs recommendations, as set forth herein, are.reasonable. = ,

29.  Applicant’s fair value rate base is determined to be zero for .purpose.s of i"this :
proceeding. : : |

CONCLUSIONS OFLAW

L. Applicant is a public service corporation within the rheaning of Article XV of the | o
Arizona Constitution and A.R.S. §§ 40-281 and 40-282. |

2. The Commission has jurisdiction over Applicant and the subject matter of the.
application.

3. Notice of the application was given in accordance with the law.

4. AR.S. § 40-282 allows a telecommunications company to file an application for a | -
CC&N to provide competitive telecommunications services.

5. Pursuant to Article XV of the Arizona Constitution, as well as the Arizona Revised

Statutes, it is in the public interest for Applicant to provide the telecommunications services set forth

| n its application.

6. Applicant is a fit and proper entity to receive a CC&N authorizing it to provide

intrastate, facilities-based, non-switched, dedicated point-to-point data transport telecommunications |- S
I services, which will allow the customer to connect dlrectly two or more 1ntrastate locatlons Wlth. -

1 dledicated, non-switched s servrces throughout the State of Anzona

7. The telecommumcatlons servrces that Apphcant mtends to prov1de are competrtrv
w1thmAnzona . .. _ ‘. Ll : .‘ E | i_ .
’ 8 Pursuant to Artlcle XV of the Anzona Constltutron as well as the Competltlve Rule‘ g

' '1t 1s )ust and reasonable and m the pubhc 1nterest for Apphcant to estabhsh rates and charges that ar

: rv1ce long-run mcremental costs of prov1d1ng the competrtxv '

Staff s recommendatxons as set forth herem are reasonable and should be adopted

The max1mum rates as set forth 1n Apphcant s revrsed proposed tanffs ﬁled o

DECISION NQ 68650

~ DOCKET NO. T-04282A-04-0763 |




0 :

v \1 o TR

: "ﬁrst

' DOCKET NO. T-4282A-04-0763 |
Senternbef';l‘:65,”42005b arejust and reason able and shon:td‘ he approved |

" ORDER

| Adelphia for a Certificate of Cenvenience and Necessity to provide intrastate, facilities-based, non= |- >
switched, dedicated point-to-point data transport telecommunications services, which will allow the“
customer to connect d1rectly two or more 1ntrastate locations with dedicated, non-switched services; R
throughout the State of Anzona is hereby approved

IT IS FURTHER ORDERED that ACC Te lecommunications, LL.C dba Adelphia shall ﬁle' U

wrth Comnnsswn Docket Control as a comphance item in this matter, tariffs for its point-to- porntv_' ‘

ded1cated data servrce that conform to the rev1sec tariffs filed on September 16, 2005, within 365 |-

: days from the date of an Order 1n thls matter or 30 days pnor to prov ding service, whichever comes | =~

IT IS FURTHER ORDERED that 1f ACC T elecommunications, LLC dba Adelphla fails td )

tlmely comply w1th the precedmg Orderlng Paragraph that the Certlﬁcate of Convenience and"
,Necessrty granted herem shall become null and vord after due process E

IT IS FURTHER ORDERED that ACC Te ecommunications, LLC dba Adelphia shall:’_ B o

camnly \mth all m" the Qtaff' re(‘nmmendahrms set forﬂ in Findings of Fact No. 23 above.
IT IS FURTHER ORDERED that in the event ACC Telecommunications, LLC dba Adelphia‘

desrres to dlscontmue serv1ce, ACC Telecormnumcatrons LLC dba Adelphla shall notlfy each of its

' pnvate hne servrce customers and the Comm1ssron 60 days pnor to ﬁlmg an apphcatlon to' e

dlscontmue servrce pursuant to A_A fo Rl

7 DECISIONNO, 68650

* 1718 THEREFORE ORDERED that the application‘\;?f ACC Telecommunications, LLC dba




IT IS FURTHER ORDERED that the serv1ces ACC Telecommumcatlons LLC dba Adelphla

: ls authorlzed to prov1de herem are hereby classxﬁed as competltlve f' o : _' L

- IT IS FURTHER ORDERED that this De0151on shall become effectlve 1mmed1ately

BY ORDER OF THE ARIZONA CORPORATION COMMISSION

{DrsseNT

'_ TW ml]

~ COMMISSIONER

N WITNESS WHEREOF, I, BRIAN C. McNEIL, Executive
Director of the Arizona Corporatlon Commlssmn have -
hereunto set my hand and caused the official seal of the |
Commission to be affixed at the Capitc 1, in the City of Phoenix,
this &t~ day of Mp&c: { ,2006. .

DISSENT ‘
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Jane Whan

DAVIS WRIGHT TREMAINE LLP
One Embarcadero Center, Sulte 600
San Francisco, CA 9411 1

Attorney for ACC Communications, LL.C dba Adelphla

Michael van Eckhardt

DAVIS WRIGHT TREMAINE, LLP
2600 Century Square

1501 Fourth Avenue

Seattle, WA 98101-1688

Christopher Kempley, Chief Counsel
Jiane Targovnik, Attorney
~egal Division
ARIZONA CORPORATION COMMISSION-
1200 West Washington Street
"Phoenix, Arizona 85007

Henact Johnson, Director
“Jtilities D1v1s1on
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